




A¥ 

EXPLANATORY DIGEST 

OF 

PKOFESSOR FAWCEITS “MANUAL 
OF POLITICAL ECONOMY." 




EXPLANATORY DIGEST 


or 


PROFESSOR FAWCETT’S “MANUAL 
OF POLITTOAL ECONOMY” 


CYRIL A. WATERS, B.A. 


ILonlion : 

MACMILLAN ANI> CO. 
AND NEW YORK. 

1887 


[ 77 vi 7 IliglU of 'J ninHlation is 



iETamtrrilrgr : 

nilNTEi) IlY c. J. CEAY, M.\. SONS, 

AT THE CNIVEHBITY THKHS. 


3 82-51 



PIIEFACE. 


digest of the late Professor FaAvcetts vvell- 
kMowii Manual of Political Economy (6th editioM, 
1883, Macjnillari Co.) is designed mainly for the use of 
(^iindidatcs preparing that work for, (‘xamination, who, it 
is lioped, will find it useful as an (explanatory guide to 
the more important j)rinciplos establishced by the learned 
Profosscn'. 




PART I. PRODUCTION. 

§ 1. Dejinitiori of FoliticM Economy. 

Political Economy is the Science wliich inves(.igai;e.s tin* 
principles which regulate the production, distribution, and 
exchange of wealth. 

Wealth may be defined to be any c«.)niniodity wliiclv 
has an exdiange value, o.g. water a[i(l air under firdinary 
conditions bavo no exchange value, for they can he ob- 
tained without labour and their sup))ly is unlimited, iiul 
where water is supplied by artificial means, as in a town 
by reser^'oirs and pipes, it acquinss an excliang(; Aailue and 
becomes weal th. 

Similarly the natural resources of a nation, as coal, 
iron, vfec., have no ex(;hange value unless there is a demand 
for them. ‘The social condition of any country and the 
, state of its civilization determine to what extent these 
resources may bo classed as wealth.’ 

Money is not w^ealth but only the symbol thereof. It 
performs two functions : 

* I. It is a measure of value, 

II. It is a medium of excjhange. 

The fallacy of the irkercantile system (as it was called) 
lay in identifying money with wealth, and in believing that 
W. P. E. * 1 



2 Political Economy. 

a rjations wealth consisted in an accumulation of the 
precious metals. 

§ 2- The Requisites of Pi'oduction, 

All wealth is the product of man’s labour employed 
on the [products of nature. But while labouring, the 
labourer must hk' fed and maintained, and there? fore some 
of the produce of past labour must be saved from con-* 
sumption for this purp(ise. 

CJapital is this saving. 

There? are therefore three r(?guisi.tes for Pr»>duction : 

I. Labour. 

II. The materials supplied by nature on which labour 
is employed. 

HI. (Capital, which is tin? fund <lerived from past 
labour iind roserviid from consumption in order to maintain 
those engaged in present or future production. 

§ 3 . FimcHons of Labour. 

Tl:ie function of the labourer is to create utilities lixed 
and embodied in material objects. 

There are two classes of Labour : 

I. Pi-oductive. 

II. IT Jiprod iicti ve. 

Productive Labour is that which creates utilities fixed 
and embodied in mat^nial objects. 

Labour may be directly or indirectly productive.. 

Coiisumption is also divided into tw^o kinds: I. Produc- 
tive, II. Unproductive. Prixluctive Consumption is that 
which assists in the production of fresh wealth, as e.g, tlid 
food consumed by the labourer, 

And Unproductive Consumpticvi is that which does not 
so assist, as e.g. the consumptiofti of all luxuries. 
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§ 4. On Capital, 

Capital, as lias been said, is tlie result of saving, and 
consists of that part ol‘ wealth which is not cousvmied uii- 
productively, Inrt saved in order to assist future })roductioin 
All coniino^iities, or their equivalent money, whioli are con- 
sumed vinproductively, are in no serise capital either in the 
case of a nation or an individual, e.g. if a fanner stdls his 
crop, and s])ends one hall* of (he |)roeeed.s in the |)aynioiit 
of his laboni'ers {ind the pundiase of machinery, ainl the 
other half in the juirchase of luxuries, only the first lialf is 
capital. 

A (Ic'inand for coin i nodi ti^‘8 is not, a demand for 
labour, for the consumption of Inxnries does nothing to 
assist fut ure pixxliiction, or to iucn'ase. the capital of tlxe 
fjountry, ciud as the labourer is paid otit of capital he 
eveutinilly sutfers, altliough at the first blush the wasteful 
and extravagant expenditure of the. rich may be cousidered 
'good for trade’ and benctieial to ,the ]al>oarer. To the 
individual labourer, tlie immediate recipient of tin? money, 
it dtnibiless is so, but not to the labouring elass as a whole. 
A thousand pounds, for instanee, expended in the purchase 
of velvcft does nothing to increase the eapital of tlie coun- 
try, The velvet is consumed and there is an end .>f it, but 
if the money were spent in draining land or in the purchase 
of niachinery, or in assisting the construction of a railway, 
tlie capital of the countiy, and thertjby the; fund for the 
payment of (die labourer, vvaiuld be directly and imlefmitely 
iiKU’castal. 

Altl^iugh capital is the result of saving, ycd; it must be 
cqnsumod in order to fulfil its I'unctions, e.g. food is not 
capital unless it i.s eaten, nor machinery unless it is em- 
jdoyed. Capital therefore only fiilfils its functions when it 
is consumed in the crealiion of fresh wealth. 

Moriev raised by a Gof eminent on loan, if spent pro- 

1-2 



4 Political Economy, 

ductively, e.g. in starting railways, canals, irrigation works, 
&c. increases the capital of a nation ; if spent unprodue- 
tively, e.g. in porehasing inunitions of war, it decreases 
such capital. 'Unproductive expenditure by Govornnient 
of money raised on loan iinp<')verishes a nation more than 
the unprofluctive exp^mditiire of individuals, because no 
one has to pay tlu^sii individuals any tiring when they spend 
their inoru^y unproductively, but when they lend it to the 
Government to be sjicnt unpi’oductively, the whole nation 
has annually to pay a certain penalty in conse(p.ieiice of 
the unproductive expenditure. The penalty paid is the 
interest, receivt'd hy the lenders of t lie ioaii.’ 

Taxes paid out^ of ineorne do not affect the labourer, 
taxes paid out of capital do. 

Ca]>ital is of two kinds : I. Fixed, II. Circulating. 

Circulating capita,! is such as only fulfils the functions 
of ca})ital, i.c. assists in the creation of w(^aUh, once, e.g. the 
food consumed by the labourer. 

Fixr.^d capital is sucli as pi'.rform.s, or is capable of per- 
forming these functions niany times, e.g. Machinery, railway 
plant, <fce. 

§ 5. Variations in the Prodnctim Power of the 'chree 
requisites of Production . 

The three reepnsites of Production are Land, Labomv 
ar.id Capital. The productive power of these thr(a> all vary 
at ditVerent times and in different places under the influ- 
ence of the following causes: « 

(a) Tlie producth eness of land depends riot^pnly on 
its natural Ibrtility, but also on the fpiantity of labour and 
capital required to make its produce available for consump-* 
tion, i.Q, on its vicinity to a market. Very fertile land is^ 
often nonproductive of wealth, because, being at a great 
distance from any market, the <?ost of transport would in- 
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volve the consumption of more wealth than such land 
would produce by the application of labour and capital. (.)n 
iliO otlier hand, even inferior land in the neighbourhood, 
??ay, of a great town, is immensely productive of wealtb bt> 
cause its produce possesses the utility of being in, or near, 
the ])lace -whero it is to be consumed, and tlie cost of trans- 
port is comparatively little. 

{b) d'he product! veii(>ss of laboiir is regulated by three 
considerations: 

(1) Tlie energy of the labourer. 

(2) His intelligence. 

(3) His integrity. 

Energy, because lie does mom work than the slothful 
workman. 

Intelligenee, because he does that work more skilfully. 
Intc^grity, because ho does ]iot recjuiro to bo watched, and 
the cost of supervision is thereby saved. 

(g) The productiveness of capital is increased by the 
employment of skilled labour, by ils application to lertile 
land, and by the use of machinery, wliich may increase 
tlic productiveness of capital from one to a hundred- 
fold. ^ 

N.B, The productiveness of capital must be estimated 
by t he amount of wealth created by it, not by the return to 
the capitalist, this being a different <pie3tion altogether and 
belonging to that part of Political Economy whicli treats of 
the distribution of wealth. 

Tl^e pr<.)ductiveDess of labour is enormously increased 

(a) By the division of labour, owing to tliree cauxses 
(Adaxn^rnith’s three causes). 

* * (1) The increase of dexterity in every jiarticular 

workman. 

(2) The vsaving of time which is commonly lost in 
passing from one species of work to another. 

(3) The invention of a great number of machines 
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ivhich facilitate and abridge labour, and enable one man 
to (io the work of many. 

A further advantage (adduced by Mr Babbage) of the 
division of labour, is the classification of laboureivs into 
skilled and unskilled. By the division of labour the 
skilled workman is enabled to devote his whole time and 
attention to that particular kind of work in which he has a 
special skill. If no such division existed he would have to 
devote some part of his time and labour to work vvliich an inn 
skilled workman could perform just as well, i hereby greatly 
dimnushing the wealth-producing po\ver of bis labour. 

(h) The productiveness of labour is also iucreas<.*d l>y 
the combination or coopeiTition of labour, which is divided 
into 

(1) Simple cooj)eration, when lal)onrers combine 
their labour in the same way to do the same tiling, e.g. in 
building a bridge oi* constructing a railway. 

(2) Complex cooperation when labourers, engaged 
in different employments, lend their assistance to one 
another to effect a common object. 

N.B. Division of labour is an instance of the complex 
cooperation of labour. 

§ (). Production on a larye and a small scale. 

The respective advantages of jiroduction on a large 
and on a. small scale depend ujiun circumstances, but 
speaking generally, the extension of niaehiiiery makes the 
former more profitable than the latter, large* mills for 
example creating more wealth and making a hunger pro- 
portionate return on capital than small. Joiiit Stock Coivi-. 
panies (where a number of persons combine their capital 
to work some concern) labour under the disadvantagti that 
the sufiervisiou and eifective coptrol must be delegated to 
managers, who have not thi^ same motive (i.e. of self 
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interest) to exercise energy and economy, as private 
capitalists. 

By giving the manager a pecuniary interest in (he 
success of the concern, in the shape of a share in the 
profits, this objection is removed. Joint Stock Com})anies 
greatly promote the production of wt'alth, by combining 
and ap]')lying to a single object a variety of small ca|)ital8, 
which, if separately used, would be comparatively inetlec- 
tive in {n’ornoting that end. 

Large farming is more productive of wtialtJi tlijrn 
small (in the case at least of corn and cattle), })ecause tln^ 
large fiirmer has usually more capital to invest in the 
purchase of machinery (whereby the productiveness of 
capital is indefinitely incixjased), bcu-ausc small farming 
involves small fields which necessitaie the waste of a good 
deal of land in hedges, &c., and because^ in farming on a 
large scah.^ a good deal of the cost of siiperint<mdt.*nce is 
saved, almost as many shepherds for instance being re* 
(juired to look after a Hock of 400 f^hee)) as after a Hock of 
<S00. 

But small farming is more productive than largo, 
where the p<‘rsonal care and attention of the farmer is 
incessantly r(‘quired as in the culture of the Vine and in 
Dairy and Poultry farming. 

§ 7 . On the Increase of Production. 

Whim land labour and capital ar(^ at their highest 
state of efficiency, the prodmJion of wealth can only l>e 
increased by increasing one or other of tltcse, the three 
► elements of production. 

I. On the increase of land. 

Fresh land is brought into cultivation owing to two 
ea.nses, * 

(a) The introduction pf agricultural improvements, 
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whereby what was formerly waste land is made productive, 
e.g. the Fens of Ely which, by being drained, have been 
(jonvertcd iroin a swamp info fertile land, 

(6) An increase of population requiring an increase 
of food supplies. 

In the second case, such land being usually inferior to 
the best land already in cultivation and more expensive 
to work as requiring a greater quantity of capital and 
lab<vur, the price of agricultural produce in ordci* to 
remunerate the cultivator must rise ; therefore as popula- 
tion advanctis food has a tendency to become more expen- 
sive. 

This tendency liowever may be counteracted by the 
importation of fo(xl supplies from abroad, e.g. although 
population has immensely increased in England during the 
last fifty years, the price of corn ha>s remained stationary, 
owing to the vast importation of that commodity from 
America, Ilussia, and other (countries. 

II. The increase of labour. 

The increase of labour varies directly with the demand 
for labour, and inversely Avith the cost of food supplies, 
marriage among the labouring classes being greatly stimu- 
lated by a fiourislnng condition of trade and cheapness of 
food, higher wages being paid when tradcj is brisk owing 
to the greater demand for labour, and wages whether liigli 
or low possessing greater purchasing power wlien the 
necesKsaries of life are cheap. 

III. The increase of Capital. 

Capital, Avhich, as has been already stated, is the third 
requisite of production, is the result of saving, aiki there- 
fore can only be increased by increased saving. Meni 
save for two motives : 

I. As a pradent provision for the future. ‘ 

II, In order to make wealth by an advantageous 
investment. 
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The ratio of the throo elements of production to one 
another varies greatly in different countries, e.g. India has 
abundance of fertile land and cheap labour, but is dolicient 
in capital. 

England, on the contrary, has almost vnilimitod capital 
and plenty of cheap labour, but luirdly any lertik'. land not 
already in cultivation. The West Indies and America 
have abundant fertile land and capital, ])ut in the fn\st- 
narned, labour, owing the emancipation of tlie slaves, 
cannot be got, and in the second it is extremely dt^ar. 
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§ 1. Private Property and Socialism, 

The distribution of wenlth implies the idea of property, 
the rights piossossed by holders of projierty being regu- 
lated by law and custom, and var}'ing at diifereivt times 
«aiid in different countries. The two main iiiHuences whicli 
regulate tlio distribution of wiialth are, 

I. Competition, as*in England. 

II. Custom. 

Th(i institution of private property being followed by 
great iiUMpialities of wealth, various socialistic schemes 
have been propounded to remedy them, of all of which the 
root idea is that private property shall not exist, but all 
the wealth of the c*ountry shall be enjoyed in common. 
Of these schemes tlie most famous are those of Fourier 
and St Simon. 

A strong distinction must be. dra wn between voluntary 
socialism when a number of individuals voluntarily com- 
bine to form a socialistic coinramiity, and involunkiry, or 
compulsory socialism, i.e. socialism enforced liy law. 

Cooperation, iu which tlio same individuals supply 
both the labour and capital necessary to work any business, 
ami divide the profits in proportiV>n to the shares con- 
tributed, is, in a modified fonn, an example of the former. 
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The poor law^ system which confers on every individual 
a right to maintenance, and free prirnai'y education, are 
examples of the latter. 

[This chapter is somewhat unsaiisiactory, for it con- 
tains no reference to the socialism of the (kn-inan scliool 
of Socialists, Lassalle, Kai'l Marx and tlieir successors, 
which, unlike the impracticable and exploded schemes 
of Fouric'r and St Simon, is an actual living force, and 
of whicli the dominant principle is the nationaJisation (d" 
the land and the means of production.! 

§ 2. Glasses amoufj whom wealth is distributed. 

• 

As all wealth is produced by Land, Labour, atid 
Capital, so it is divided in the* s]ia|)ii of Ivent, Wages, and 
Profits, among those who have eontiibiited these three 
necessary elements of ])rodu<^tion, that is to say, i\w Land- 
owner, the liaboiu’er, and the Capitalist-. 

In England these sliares are nsjuvlly ree(‘i\'(‘d by dithn- 
ent persons, but this is not necessarily tlu‘ (*asi*. 

The peasant proprietor, for instarn*c‘, wlio farms liis own 
land with his own (‘a|)itah and disp(‘nses with liired labou 7 \ 
eontrildites all three elements of prodnetion, and conse- 
(piently receives tlie threelijld reward iiimself 

The pro])ortion iji wliie'h rent, wages, aiul profits arc^ 
allotted, is regnlatc'd b\^ t wo consideraii«)ns: J. C<mi])etitio]i, 
where each party endeavours to get as much as he can, and 
the state of the mark(d« allows him. 11. (histotn, as in tlie 
case of the metayer system of agriculture abroad, and the 
system |j.>f fixed fees for professional men in Englatid. 

§ 3. lients as determiued h// (Competition 

Rent is the money^ pirid for the use of land, &c. It 
yaries in amount with the ly'odnctiveness of the land, tliat 
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is to say, with its natural fertility and convenience of 
situation. 

Ricardo’s Theory of Rent is, that the rent of any given 
]»iece of land equals the value of such land over that of 
tlie worst land in cidtivation, which can only pay a 
tioijiinal rent, as the return from it is only just suflicient 
to cover the expenses of oultivation, and remunerate the 
cultivator for liis outlay of capital and kibour. 

Therefore the rent of any farm is equal to the differ- 
ence between the net protluee of siuih farm and the net 
prodiuie of a farm which can only ].)ay a nominal rinit. 

N.!). By net produce is meant the })rodu(ie after 
deducting the cost of cultivation, in which is included a 
fair rvanuneration to the cultivator fur his capital and 
labour. 

Land which can be cultivated at a profit only on tlio 
conditLon thtxt it is lot at a nominal rent, is said be on 
the margin of cultivation. Of course, if its productiveness is 
increased or (liminished b}" any circumstance, it will in the 
first case be able to pay a rent — wdu*n ibe margin of 
cultivation is said to fall — or, in the second cavsc, it will fall 
out of cultivation, when the margin of cultivation is said 
to rise. 

The margin of cultivation rises and falls with the 
current rate of interest on money, and is therefore high 
wiiere, as in Australia, the rate of interest is high, for no 
man will invest his money in cultivating inferior land 
when he could do more with the money by investing it in 
business. 

The rent of land is increased by any circumstance 
(such as the introduction of machinery) which decreases - 
the expenses of cultivation, and corw^ersely, if the expenses 
of cultivation are augmented, as for instance, by an 
increase in the wages of agricult\iral labourers, the rent of 
land must be diminished. 



Distnhution, 


13 


With an increase iu population there is an increai^ied 
demand for food, and owino- to the risoi in prices, it 
becomes profitable to take into cultivation land which 
formerly would not repay cultivation; the; margin of 
cultivation accordingly falls, i‘or land which could formerly 
pay no rent is now able to pa\^ a rent owing to the rise in 
prices, and with the fall in the margin of cultivation jvnts 
rise. 

A portion of rent may nsnally bti (‘onsidcn^Ml to re- 
present a. return to cajntal which has been spent- in im- 
proving the land, as in t he case of the tens of Lincolnshiri* 
and Camliridgeshire, which have been converted by drain- 
age from wortlih'ss swarn])s inti) vahiabki arable land. 

Rent is not an element iu the cost- of oblainiTig agri- 
cultural prodiK'c, for su})posing all land madti rent-fna^, 
while the demand for agricultural jvroduee remained 
stationary, the same amount of land would liavo to be* 
cultivated as before; but food could nut be sold cli caper, 
for if so the person who cultivated farm on tlie margin 
of eultivation, and befoni paid only a nominal i*ent, would 
have to (‘ultivate at a loss and such land accordingly 
would fall out- of cultivation. But this (‘ould not ha|)[>eu 
owing Cb the demand for food. Gonsequently tliis land 
would still b() cultivated, and prices would be arranged so 
that the eultivator obtained f-he due reward for his cajutal 
and industry. 

§ 4 . On Wa.fjeH, 

That part of the Capital of a iM)unt ry Avhich is devoted 
to the p^iyrnent of wages is calhal the Wagi^s Fund. TIh* 
^rai-e of wages depends upon thf; rat-io beiwe^en capital and 
population at any time, and is regulated by it; thus if the 
population increases whil<3 the amount of ca])ital available 
for the payment of wages remains stationary, wages decline, 
and vice versd. * 
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The law is, Wages cannot generally rise or fall unless 
the capital or population of a country be increased or 
diminished. A rise in Wages even if capital increases 
may be checked by three ca-uses : 

(1) An increase of population. 

(2) The inirodnetion of labour-saving machines. 

(8) Tlie (j Xpert of capital, for it is obvious tliat 
capital invested in Ibrcigu securities cannot be used in 
the ])ayment of labour at home. 

Wages vary greatly in dilh‘.rent traders, and tlie follow- 
ing ar(‘ Adam Smith’s hvo caus(‘.s which prodiice different 
rates of wages in diftVa'ent employments: 

(1) Tin.' agreu';al)lones8 4 ) 1 ' disagreeableness of tlie em- 
plo^unents themselves. 

(2) The ea.sin(%ss or cheapness, or the difficulty and 
(.expense of learning t hem. 

(8) The const;ancy or inconstancy of employment in 
tliem. 

(4) Th(j small or groat trust which must be r(‘.posed 
in those who exercise them. 

(o) The probability or improbabilit}^ of sucicess in 
them. 

{MnemoniG Rhyme,) 

111 evf'j'y or hn.sijie.s.s wages vary, don’t you see? 

As that trade or l>usiness pleasant or unpleasant still may be, 

And as with ea.se and clioapness or with trouble and expense 
Such trade, or bu.sines.s may be learnt, and this is eonimou sense, 
Also as work is certain or uncertain in each trade 
And according to tlu) trust which in the workmen must be laid, 

And tiually, and this fifth cause will aptly end the verse 
As the i.>rosx)octs of svicc€!edi«g in’t arc bright or the reverse. 

Illustrations : 

Ca\ise I. Colliers for instance recidve higher wages 
than carpimters because their work is dirty, dangerous,, 
and laborious. 

Cause 2. Wages are usually high in all those trades 
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Avhich require a long appre^nticeshi}) and the expenditure 
of a considerable amount of capital before t-be learner is 
ciualified to exercise them. This is the ease in most kinds 
of skilled labour. 

Cause :k Wages are usually higlier in those trades 
where employment is uncertain than in those wIkto it is 
oerta in : o. g. 1 1 1 e B 1 1 i 1 d er\s t. rad e. 

Cause 4. Wages are always high wluun great con- 
fklenee must be re{)osed in the em])loye, as in the case 
of jewellers’ assistants, and cashit‘rs. 

Causi'. 5. This t‘ause only' alh^cts tl)e ])rofessions, most 
tradt‘S btung sufficiently easy to learn. 

§ o. Profits. 

Profits are the slutre of woaltli whicl) an^ r(iceived by 
the capitalist as a r<'M'ar(l for Ins abstiniUhee in using his 
wealth as enpiial instead ors|)ending it im productively. 

I.^rofits are cotn]>osed of the threi.^ following elcnient^s. 

(1) A reward for .sa\ ing, or more pi’opoi'ly a reward 
Tor ahstinoiKW 

( 2) Wages for the labour of suporintendonce. 

(o ) • A eouqieusation for the risk of loss, 

41 ic first eUanont of profits may be ahvays estimated 
in amount by the current rate of inb(a‘est, that is to say 
the inten/st on such investments — as f()r instance m 
(hjveniment Sto(*k — which are absolutely free fnnn risk, 
and which involve no labour of siq)oriiitendence on the 
]>art ok tlu* investor. For the second element, remurnira- 
tion for the laho\ir of superintendence is inllueneed by 
many o? the same causes which affect the wages of or- 
'^dir.uiry labour, i.e. agreoablenevss or disagreeableness of the 
occupation, &e. Thirdly, proHt.s are usually greatest in 
those trades in wdiioh the risk of loss is greatest. 

The reward for saving or abstinence being expressed 
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by the current rate of interest, and this latter being 
always the same in the same country and at the same 
time, tlie profits of capital vary with the wages of super- 
intendence and the risk of loss. 

'' When the protits realised in any business are just 
sufficient to give an adeejuate compensation for interest on 
capital for risk against loss and for labour of superintend- 
ence then it is said that the natural rate of profit is 
obtained.” 

This natural rate of profit is deti‘rrnined by the cir- 
cumstances of tile i;rade itself, the eleinent.s of risk, and 
labour of sii])erinterulenco, varying in different trades, but 
in every track' profits have a iendency to gravitate to the 
rate of })rv)lit natural to such trade. 

That this principle is true may be tlius sliowji : — 

When the profits in any trade rise above the rate 
of proilt natural to sucli trade, the}' have a tendency to 
become reduced, owing to the following causes : 

I. The eompcudtion of fresh capital introduced into 
the trade, which occasions a rise in the price of* the raw 
material 

II. A constant increase in tlie supply of goods, wliieli 
first erjuals, anti then excectls the demand. 

III. A rise in wages owing to the competition for 
labour. 

Similarly w'hon the profits of any trade ar(i unnaturally 
depressed, tin‘y have a temlency to recover, owing to the 
withdrawal of capital ibim sucli trade, and the diminution 
of the output, which at lengtli becomes insufficient to 
meet the demand. 

The rate of profit dopends upon the cost of labour and 
'‘this is detennined by comparing the wages the labourer*' 
receives with tlie amount of wealth produced by his 
labour.” 

Profits therefore vary inversely with the cost of labour 
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and if therefore the rate of profit is higher in one c-ountiy 
A, than in another B, it rnnst be because the cost of labour 
is less in the first than in the second. 

“ Tlie cost of agricultural labour is measured by its 
cost when appliiMl to the least fertile soil in CMiltivatioig 
that is to say, that soil which only pays a nominal iH'ut, for 
re)).t may bt? regarded as the sum wlucli the farmer pays 
for permission to emph>y labour upon ].>roductiv(' laud. 
The more productive the land the higher of course is tlio 
rent ; or in other words, the more favourable the cireum- 
stanees under which agricultural lalxair is applied, the 
liiglua* the sum which has to be paid as rent. Although 
agricultural labour employed, on a fertih; soil is more 
etficieut, the fornu'r obtains no advantage from the 
cost of this labour being dimiuislied, for wluit he wouhl 
thus gain is paid away in ixait.” 

Mr Mill analyses the cost of labour into tln^ 1‘olfovviug 
elements : — 

‘‘(Jost of labour, and thcndbrc^ tin.? ra.te of profit, is 
a functiou of tliree vanables, 

(1) Thci eiiici(Hicy of lalxair. 

(2) Tlu*. wages of' the labourer (m(.;aniug tht;re])y the 
real re^wrd of the labourer). 

(8) The greater or l(?ss cost at which tlu' articles 
c-oniposing that reward can be produced or purchased.’' 

This analysis is thus expiaiu(‘d j»y Prof'. Fawcett: — 

If labour becomes more efficient, wliile the wages 
of the labourer and the price of 1V)0(1 remain u filtered, 
the cost of lal)our will be rUminished. If the wages of the 
labourer^ are reduced, while there is no change in the 
etSciency of the labourer and the price of food, the cost of 
labour will again Ix:! diminished. The cost of lalxnir will 
g-lso be diminished if the price of hxxl is reduced and the 
amount of the labourer's wages estimated by the connru.)- 
dities they will purchase for liirn remaius unchanged. If 
W. P. E. 2 
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therefore the cost of labour, or in other words, the rate of 
profit, varies in cliffertait countries from time to time, the 
variations must be clue to the influence of one or more 
of thci three causes above euuuu^rated.” 

This may be put more shortly thus : — 

If (A) element. (1) is increased, while elements (2) and 
<8) reniaiii eenstant, profits rise: and (B) jmvfits also rise, 
if elements (2) and (8) arc' dijniuished, while element (1) 
remains constant. 

With rc'gard to these tluve elennmts, 

(J ) The efficiency of labour depends upon the supply 
of ft'rtilc'. land, lalxnir being more or less productive of 
wealth as it is applied to laud of gu'eater or less fertility. 

(2) The remuuc'ratlou of the labourer is determined 
by the.' ratio l)etwo(^n ca]>ital and popidation. 

(3) The cost of prod vicing this remuneration or real 
reward of the lalx.iurer is indicated by the cost of jiroducing 
food supplies. 

§ (). Peasant Proprietors. 

A peasant proprietor is one who cultivates his own laud 
(usually of limited extent) with his owiv labour, and 
suppli<vs liis own capital, and is thus at one and the same 
time landlord, tmiant and labourer. 

This is a very common tenure of land on the Continent, 
and also in ancient times in England, this class of pro- 
ducers being known as yeomen. 

'rhe disadvantages of small fanning (i,e. want of capital 
to purchase machinery, stock, S:.c. and the narrow -vnargin 
betwecai gross and net profits, owing to the necessary 
working expenses, many of which are as great on a small 
as on a large farm), are only counterbalanced in the case 
of peasant propric?torship, owing to that 'magic of property ’ 
which converts blowing sauvl dunes and barren mountain 
tops into fertile forms. 
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Peasant proprietorship, although coin in on on the Con- 
tinent, does not nuiko way in England, owing c)iii‘fly to 
three causes: 

(1) The custom of priinogeniture. 

(2) The powt'r of settlement a,nd entail, which locks 
up land and prevents its coming into the market. 

(I:i) A cumbrous and costly system (>1* c(>n\’iwanciyig. 

Moreover in England the possession of a landed estate 
C(_)nfers political an<l s<»cial prestige, and land iherefon.' 
commands a fancy jirice, which puts it out of tla' reach of 
men of moderate capital who desire to pm‘c*hase it in 
small <juantities in or<jer to cultivate it for jirofit. 

Tile chief reasons for introducing a system of peasant 
pro[)rietorship in England are 

(1) It would raise the status of the agricultural 
labourcavs by converting them into a class of small yeomen 
or petty fnadiolders. 

(2) It would act as a check on over-j)opulatit)n by 
inspiring that class with the virtnci* of thrift and sobriety, 
and ac(aistoming tliem to prudential motives, it being 
reasonable to suppost.? from tbe analogy «>f the upper 
classi's, that having once become aecustoriK'-il to a civrtain 
^'standartl of comfort'’ they would be unwilling to fall 
from it by encnmbering themselves with large families, 
and would thi‘rt>fore, as in France', and other countrif^s 
where the system of peasant proprietorship obtains, dcder 
marrying to a much later period in life tlian is now usual 
among the working popnlation of England. 

The chief objection to j)ea.sant pi'oprietorwhip is ]K>t noticed 
by Prof, liiwcett. The pe;isant proprietor on Mcconut of his want 
of i^apitai is h^rced to l.»orro\v, and fd'ten at nsiirion.s interest, and 
not infrequently ends in l>ecoming the mere drudge of the moncy- 
lemler who bolds tbe mortgage f>f his farm. This is largely tlxe 
case among the emancipated serfs of Russia, and was a potent factor 
in the Juden-lictze which raged there reciently, most of these usurers 
being Jews. ^ 
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Political Economy. 

§ 7 . Metayers, Cottier's and Tenant Right . 

The nidtayer system of land tenure (a very cjoinmiui 
tenure on the Continent, especially in Italy) is that by whic h 
the tenant pays to the landlord as rent a fixed proportion 
of the produce of the soil, this proportion varying in 
different countries, being soinetimes one-half and some- 
times two-thirds, the landlord usually providing in addi- 
tion to thc' land some ])art of the capital requircKl to work 
it, as implements, stock, machiiuny, &c., furnishing one or 
more? of these according to the? custom of the country. 

The nH‘tayer tenure is a customary one, and the tenant s 
practical ]}" |)Ossess fixity of*tc‘nure. 

Tlie Irish cottier tenure, which resembles the intday cu* 
syst;em in that the tenants are peasant cmltivators, tilling 
the ground without the aid of hired labour, ditfers from it 
in that rents are rogidated not by custom, but by c;om- 
petition, while it differs from the English system in that 
this competition is one not of capitalists but of labourers, 
a competition, that is to say, not of more or less well-to-dcv 
farmers who will not pay a higher rent tlian is c^onsislent 
with a reasonable return on their capital, but of ‘'miserably 
poor peasants” wliu, havitig iio other occu])atiori' open to 
them (owing to tlie absence ef mini's, manufactories &c. 
through the gr<.?aU*r part of Ireland) than that. (»f tilling 
thc' ground, are tbert'foi’o willing to pay any rent for the 
privilege of being able to do so. Tliose rents of course are 
merely nominal; the cottier is nearly always in arrears, 
and benefited nothing by good seasons or good cultiva- 
tion, for the increased profits merely go to li(pu(Vite these 
ariX'ars, the tenant thus gaining nothing either by 
exercise of his own industry or the bouuty of Nature. 

Ulster tenant right (which received legal sanction by 
the Land Act of 1.870) represents the sum (sometimes 
amounting to as mvuili as the fee-simple of the land) paid 
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for the good-will of* the farm by the iiuiomiiig to tlie out- 
going tojiant, this sinii represeutiug partly a preiniu'm 
lor good-will, and partly eompeusatioii for unexhausted 
iinprovemeiits. 

-By the Irish Land Act of LSSl a tenant ctan appeal to a 
laiid-c<Mirt to fix his rent, and the rent so fixed cannot be 
eluuiged (or lo years*. 

The chief justihcai.iou for interftndiig by legal enact- 
ment between landlord and tenant, is, that it is to tin* 
[)ul>li(* intcu’cst that the soil should be made as productive 
as possi])le; and that the a|>plieation of caj)ital lo tin* 
land on the tenant’s }>art, winch subserv(,‘s tins purpose, is 
diseouragial when lie dois not <?njoy tenant right, that is to 
say, wh(‘n he does not po.ss(?s.s security of ((mure, and is 
liable to have hivS improvements confiseated by th(‘, landlord 
in the shap(‘ ol'inereased rent. 

8 . Natioiud Jul((C((ti()u (ind other reniedics fo)' Low Wofjes. 

Interfm'ence lyy li^gal (nuietmentfwidi tlni* rate of wages 
or tile hours of laboui’ must necessarily be either futile or 
misclvievouH, for if wages a.rc raised or tile lumrs of labour 
dimini>li(Mi, while prictes remain stationary, the yvrofiTs of 
the (aipitalist are e.nrtalled; Inaiee lie will probably with- 
draw his capital f rom home industries and in verst it abroad, 
wliere ii is not shackled by such restrictions. The con- 
setjuence of this proceeding will ho that hoimr industries 
wall languish and the labourer w'ill sutler. On the othei’ 
hand, if 'pric'cs are raised in order to (tompimsate the capi- 
talist lor (1)0 rise in wages, the benefit receuvi'd by tlnr 
laboureikin the shape of iiun'eased wages is merely illusory, 
-»for the piirehasing powau' of such wages is diminished in 
yireeise proportion to the general rise in prices, and he is on 
tlie sanic' condition as before. 

* By the Iriab liand Act of the present year (1887) the land-court« 
are now empowered to revise these r^nts. 
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This would be the effect of a general rise of wages in 
every employioent. 

In the next case, sxipposc that the wages of the labourers 
engaged in some particular employment — of agricultural 
labourers for example — were cornpidsorily raised. Owing to 
the fact that an increase in wages has a directly stimu- 
lating effect on population, the result would simply be that 
in a short space of time there would bo a glut of labour in 
that employment, “an excess’’ that is to say “in the supply 
of labour when conipared with the demand for it”, which so 
far from improving the condition of the labourer would 
greatly injure it. 

That tln.i (Jovernment .diould be obliged to find work 
for the unemployed (except as a temporary expedient) is 
open to the objection that it Avonld enormously stimulate 
[)opulatioii, if the labourer were always vStire of obtaining 
employment, wliilo, as liis wages would be paid by money 
raised by taxation, the drain on the resources of tlie tax- 
payer would, with the increase of population, at length 
reach such a point as practically to exhaust tliem. 

'^riie real reim'dy for low' wages (acconling to Prof 
Fawcett) is national education, which 

(1) Increases the ctHcioney (or wealth-pfoduciiig 
pow(»r) of labour by increasing the intelligence of the 
labourer. 

(2) Diminishes crime and paup(u*ism. 

(^1) Exercises a prudential check on population by 
raising the standard ol' comfort of the labourer. 

Other means of improving the condition of tlie poor, 
are emigration, wliich drains off the surplus sicpply of 
labour, cooperation, allotment gardens, vtc. • , 

§ 9. Trades-Unions and Strikes. 

A trades-union is an organization or combination of 
the workmen engaged in any trade, designed partly to 
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iiilfi] the ordiiuiiy functions of a friendly society, but 
chiefly to regulate the rate of wag^vs in that trade, to pix)- 
tect the interests of the workmen, and to enable them 
to meet the inasttTs on oipial terms. 

To keep up wages, trades-unions endeavour to arti- 
ficially limit, the supply of labour, e.g. by forbidding tlic^ 
master workmen to take more than a certain number of 
appreutiees. This plan has the following mlsehievous 
conse(jiu;n(!es ; 

1. It makes mauiifactnred articles, owing to the 
scarcity of labour, dearer tliaii they would otlnn'wlsc be, 
thus iujuritig t he consumer. 

2. It throws the labour it excludes, on to otlier em- 
ployments, in which perliaps there is already a glut of 
labour. 

3. It interhiros with personal lib(;rty, 1->y interfering* 
Nvif h the workman’s natural right of elioosing what trade 
lui will ado|)t. 

.Moreover the iutermcKldliug of^ trade-unions often lias 
the efl'ect oi‘ driving away capital from tliose neighboiir- 
lioods in which tlicir influeture is most powerful. 

Tln^ main object of trades-unions, iiLdecd their real 
vdison yjthre, is to regulatu tlu^ rate of wages, aiul this 
object tlie.y effect by dffectiug the combiiujd workmen to 
go out oil strike if the wagc's othu'cMl liy tlie masters are 
not in the opinion of the directors of the union sufficiently 
high. 

Prof Fawcett discusses at some length the tpiestion, 
whetller workmen .bj combining are able when any trad(‘ 
is exce^itionally prosperous to obtain higher wages; whicli 
questi(vn he decides in the athrmative, for although wages 
like profits have a tendency to find tlieir level in a natural 
» average by the migration of labour from poorly paid to 
more highly paid occupations, yet this law, owing to various 
causes, requires some time to produce its effects, arKl in 
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the interval the workmen in any trade enjoy a monopoly 
as it were of labour, an4 by combining, and threatening to 
strike, are able to fierce the masters to give higher wages. 

>Strikes and lock-outs are an inevitable result of the 
present system, by which the masters endeavour to buy 
laljour as cheap, and the workmen to sell it as dear, as 
possible. 

The only way to obviate these evils is to give the work- 
men in any business a beneliciary interest in the success 
of that busiiu'ss, by assigning them a share of the profits. 

This plan would in all probability be especially success- 
lul in agriculture. 

K 

§ 10 . Cooperation. 

By cooperati()n, is understood the case in wlvi(‘l.i tlie 
persons engaged in any busim-ss, whethtu one productive 
i.)V distributive of w('alth, supply (he capital as wafil as th(‘ 
labour uecessary to work it., and divide t;he profits among 
themselves, as in the case <d' a mill, or retail shop, carried 
on by the em{)loyes thennn. 

Wliat is usually understood by tlie term cooperation is 
ia>t truly such, but rather a joiul-stoek speculatiou/a num- 
ber of jiersons supplying tlie re(|uisit;e capital and dividing 
the profits, but not admitting the labourers to any share 
in tlu^ui, e g. the [.ondon (kjoperative Stori^s. 

The' nn>st striking examples of this latter form of 
cooperation so called, are the Rochdale Pioneers’ Society, 
established 1844, and the Wholesale Soci<dy, winch grew 
out of it, established about 1800, also the Loik]o|i Civil 
Service, Army and Navy Stores &c. 

The customers, bgth of the Rochdale Society, and of 
the L<.)n(.lon Stores, benefit as well as the shareholders in 
these concerns. The customers of the first-named receive 
at the end of every quarter a certain share of the profits, in 
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pro|;)orti()ii to the anioiint of their piirehases, while the 
ciLStoniers of the Loiulon Stores, are able to bviy thcar 
goods twenty per cent, cln^aper tlian a=t the retail sli(.)p.s. 

The setaet of tlie .success of thesi‘ stores is, that they 
trade for ready niouey only, and allow no credit, by wliich 
system t)ie following advantages are sectired ; 

(1) No loss is incurred by bad debts, and no capital is 
locked up in book -credits. 

(2) The niaxiiuum of busines.s can be carritMl on with 
t 1 k^ mininium of capital. 

(d) Tlie managers of the stores by selling for ready 
nioney are abk* to give ready money for what tlicy buy, 
and can thus buy in tlie best fiiid clicap(\st niarkit:. 

The chief dit'oei of t lu‘s»‘. societies is, as has been stated 
ai)ove, tliat no share In the prolits is assigm^d to ibe mn- 
[ )loycs. 

The abr)ve are ('xamph.\s of coo))crativo distribution. 

Tlie principles of cooperation have also IxM.tn applied to 
[production, es]K;cially in the cutton.trade, for exa,mple, tlie 
Sun Mill at Oldham, but witli nothing like the same 
amount o('succ(‘ss, and it may be deciik'd that: co(jp(‘ration 
is more adapted to distribution than pi^ptluction. 

(..Joop.' ration in the true sense is well ada|)ted to agri- 
ciiltune as it su])j)lies all the ailvariiagos while avoiiling the 
disadva.nl ages of peasant |>r<>{>i:ietorship, tin* labourers 
having the strongest interv'st in making the land as ])ro- 
duetive as possibliy while by clubbing their capital they 

are enaliled ro hinnon a largo scale. 

• 

I IL* State Socialisni and the Naivymlization of the 
Land, 

• Prof. Fawcett contends that if the land is nationalised, 
i.e. made national property, it must be either with or witli- 
out compensation. If without compensation such nationa- 
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llsation would be mere confiscation and flagrantly unjust ; 
but if with compensation, that is to say, payment to the 
landow'iiers of the full market value of the land, the position 
of the tenant would not be improved, for in order to make 
the scheme a tinaueial success, and avoid jobbery and cor- 
ruption, a competition or rack rent would have to be 
(iharged for the use of tlie land, and therefore the tenant 
won Id be as badly off as before. It may be urged, in reply 
to this argumimt, tliat the object of those who wish to 
make the land national ])roperty, is not intu'ely to benefit 
the (ndtlvator, but to benefit the whole conimunity, by 
bringi)ig the rent of land which now gocis into the pockets 
of the laiidowners, into tbe Treasury, and devoting it 
to Imperial purpose's and the remission of taxation. 

Tlie ])rolessoi’ himself observes that in India, by Lord 
(k)rnwaUis’s permanent settlement in 1796, whereby the 
State reliiKjuislied its jtropriiUjary rights ovt/r a large part 
of Bengal to the Zmnindars or tax colle(‘.tors for a fixed 
annual payment, a coiLsiderabk; amount lias been l‘.)st w'hieh 
might have been devoted (for instance) to tlie remission oi“ 
that burdensome duty, the salt tax; and similarly in 
Australia, if tlie State retained the laud in its own liand, it 
Would osc.apci the future neccssit.y of imposing many more 
or less burdensome taxes. 

Prof Fawcett admits that if the lanrl wau’e uatiojialised 
the cultivator “would be prote(a'e(l against capricious 
eviction and would be secured a(kM|uate compensation for 
any improvemeiiis that .might be (.^fleeted in tlie laud 
through his capital and skill,” but he contends that these 
advantages can be secured by legal enactment ^without 
having recourse to so extensive a selieme as Land Nationa- 
lisation, and he is inclined to seek the solution of the 
present agrarian problem in England in the repeal of the 
laws of primogeniture, settlement, and entail which tie up 
land and prevent it passing freely from owner to owmor. 
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The chief objection to the construction of railways, 
canals and otlier public works by Government, in order to 
give additional einploymeut to the labouring classes, is that 
if such works were a profitable investment they would be 
undertaken by private enterprise, and tlun-efore where* 
they are not so undertaken they must result in a de^^(^it if' 
undia’takcn by Government, which deficit c.iin only be met 
by additional taxation. 

The ol)je<ition to State aided coo).)eration and State 
aided peasant proprietorship is tliat dependenee on the 
community instead of dependence on one's own eftin-ts saps 
the feeling c)f indc^yjendence and its attendant virtues of 
vsobriety, patience, industry, stjf-deiiial, &c. 

If houses were built for the working eJasses by the 
State or municipality, a full competition or rack rent wouM 
have to be chargeil for them in ord(‘r to avoid jobbcTy and 
tinaneaal failure, ajid even then the Sta.t<3 or inunicipality 
would compete at. a disadvantage with i;>rivatK^ (‘iiierjyrist*, 
wliich is always more e(.‘oiiomical aijd efficient. 

Moreover it would discourag** tlie (dforts of tlie work- 
ing classes to build iK^tter houses for themselves tlirough 
the agency of 1) nil ding socU‘ti(.^s, &<;. 

With regard to Priucij Bismarck’s scluuuo of levying a 
compulsory tiix — say of te-n. per cejit — ou maiuifaeturers' 
profits ill order to j)rovide an iusurauee fund for their 
workinen, it is certain tliat such tax would in the long 
run paid by the workmen themselves, for as the manu- 
facturer would be unable to raise the pi’ice of e.ommodities 
owing’ to foreign competition, he w'onld either withdraw 
his caj^tal from home industries and inv(».st it abr^iad, 
thereby diminishing the demand for labour, or reimburse 
himself by lowering the wages of his worknum, and in 
•either case the labourer would erpially suffer. 

Other examples of socialism or se*mi-socialism are the 
English poor-law, and free education. Of the former the 
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))rofes8<)r approves as a safeguard against the evils of in* 
discriujinate charity, but objects to the latter that it saps 
the hudiiig of independence, by encouraging the parent to 
regard the education of his child as a burden which he 
may shift on to the shoulders of the tax})ayor. 

§ 12. On the Economic Aspects of Slavery. 

The slave-owner wlio farms his own land, clainis the 
entin? pro<hiee, like tlie peasant prtvprietor, no ])art of his 
profits going in the, payment of wages, as his slaves are 
mere (chattels, and as much a part of his capital as his 
cattle or liorses. « 

Slave-labour, according to Prof Cairru's, is characterised 
hy the three followhig capital defects : 

I. It is given iv^luctantly. 

IT. It is unskilful 

III. It is wanting in V(a*satility. 

It is giv(m reluctatitly because the slave has mi motive 
of self-in ten ‘St to spur him to exertion. Whether he 
works ill or well he is sure to receive food, clothing and 
lodgemcuit, and he is sure to re(*eive no iiiiore however well 
he works. 

II. It is unskilful, and III. it is wanting in versatility 
for the same reason, as the slave lias no motive of self- 
interc^st to maki; him exert liis mental faculties. 

As sla\’e labour is given reluctantly and requires 
constant supervision, slaves can only be worked in gangs, 
and as such labour is unskilful, and lacking in versatility, 
it is uselt'ss in arts ami manufactures. 

Therefore the only commodities to the production of 
which slave labour is adapted are the four following : 
cotton, t(.)baceo, rice and sugar. 



PART III. EXCHANGE. 

I 1. On Valim and Price. 

Tine va.h(.e of any eoniinodity is tliat ({iiautity of an}’ 
oilier (tonnnodity for which it will exchange, e.g. if a sack 
of wheaf will excliang'e for a ton of coal, a ton of coal 
is the value of a sack of wheat. 

ITenco there cannot be a general rise in values, for 
value implies the c.oinparisou oF one eoniinodity witli 
another, and om* coninuKlity (ran only liecorne more 
valuiil)i(* than others, by otlnrrs becoming less so. 

Vrvie is a particular case of valium being tlicr value of 
any eomnxxlity wlien compared with the precious metals 
vvliich have been adopted as money. 

tin 're can be a general rise' in | )rices, prices 
rising ;is monc'y becomes more plmitiful, and falling as 
iz be(‘oiiK,'S n?.or(‘ scarce. Prices will also rule low if the 
i:omiiK)diti(?s which can be jiurcliased witti nnmey are 
exce[>ti(.)iiai]y phmtifid. 

§ 2. On the Causes which regulate the Prices of 
Commodities. 

The commodities whicli compose a nation’s wealth may 
be divided into 1 lireo classes : 
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I, Those of which the supply is absolutely limited/ 
and cannot be increased by increased labour, as e. g. rare 
coins, pictures by decoasod artists, &c. 

II. I'hose of which the supply can be increased, but 
of wliich the additional production, by requiring a greater 
proportionate C‘X[)enditure of labour and capital, has a 
tendency to become more expensive. This is particularly 
the casi.‘ with agricnltural produce. 

riL Those of which the supjily can be indefinitely 
increased without increased cost, as ivumutaetiired articles. 

('lass I. Price of Commodities of which the Supply is 
absolutely Limited. 

The value of all commodities in this class is regulated 
not by tlu' ' law of* supjily and demand/ which in this con- 
nection is a misleading pJirase, but by an ('vjnalisation of 
the supiily with the ‘effeci.ual demand/ the* wisli, that is to 
say, (Mimbined with the powtr to purchase. The law is: — 

‘‘Tile demand depends upon tlie price. The price 
must 1)0 sucli that the demand will exactly equal the 
supply.'’ 

Example. A, B, C are each willing to give £1000 for 
a picture^ by Turner: the demand is obviously greater 
than the supply. B and (J are willing to give £1500 
lor it; ; the demand is still greater than the supy)ly. C 
however is willing to give £2000 for tin* picture rather 
than not have it, while B will not go, say, beyond £1900. 
The picture tlurefore will be knocked down to C at some 
price between £1900 an«l £2000, determined, according to 
Adam Smith’s expression, by the “higgling of the market/’ 
and thus tlie demand, which has all along been inHuenced 
by the price, is made equal with the supjily. (Fawcett’s 
illustration.) 

Two elements compose the exchange value of all com- 
modities. 
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I. \>tlue in nse or utility. 

II. Difficulty ol* attaiinnent. 

No corniiK^dit}’, however use hi 1 it may l)c, has any ex- 
change ^'al^le it no difficnlty is involvcal in its attainment, 
example, water; an^l, on the other liand, e<)mnm<]ity 
lias any exchange \ a.lue if it. lias no valne in use, i. e. if it 
does not sat-isty sonu* waint or de8iri‘. Tin* |)ri(*e of com- 
modities is usually (h'termined hy difficulty of a.tta.iumeiit 
ratln*!' tlian ^'a]ue in use, hut in the t'ase of C‘)mnioditi(‘s 
falling under Class I. valm* in use is tiie determining 
{demt‘nt, hut this element is not capable of satisfactory 
analysis, as it depends upon a c(»m{)l(*x variety of motives. 

§ 8. (Jauses vjhich regulate the Price of Commodities 
cold i ruled, 

th.Ass 11 Price of Agricultural a,nd Mineral Produce. 

Ti)e chief distinction to be remcmbr*red between com- 
modities falling ULKhu’ Class 11 and rhost* falling under 
Class HI. is, that an increased d«*mand for the forni(*r 
usually cause's an advajicc in price, biit this is not neces- 
sarily tlii* cas(^ with the latter. 

The cost of agrictdtural produce must- b«.* sucli as to 
leavx* thv' farmer a., fair return on liis ca|)ita,l after deduct- 
ing tile. exp(^nses of cultivation, in wliich arc* included rent, 
wages of Irdiour, &c. for otherwise tin* farmer will witli- 
draw his capital from farming and invest it in some other 
trade (S»r pursuit, 

The rent of a farm is determined by the ])ecuiiiary 
valuer of its produce over that of tlie worst land in cultiva- 
tion, such land only paying a nominal rent. 

Rent ho\vever, as explained above (page 13), forms no 
part of the cost of agricultural produce, for the prices of 
such produce must always necessarily be such as to return 
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a fair profit on hivS labour and capital to tlie fanner of the 
worst land in cultivation, which only pays a nominal rent. 
If this were not the case such land would be thrown 
out of cultivation, but this cannot take place owing to the 
dcnnand for agricultural produce. 

But although “the price of agricultural produce is not 
affected by the payment of rent/’ the revrvrse is true, for 
with an incr(>ased demand for food the margin of cultiva- 
tion descends, ])rices rise, and as was explained in Part 
II. § 3 there is also a. general rise in rents. 

'riuirefore, — High prices mean higli rents, but price's 
themsidves are regulated simply hy the demand for food. 

Although an advaueiug |)opula.tion is the chief cause 
of a rise in prices, owing to the increased demand for food, 
which neccvssitjites recourse to inferior land n/quiriug 
a greater exj'X'nditure of labour and capital for its cultiva- 
tion, yet even with an increasing population thea’c aix* 
two causes which may prevent prices rising: 

I, An increased importation of f'ood supplies from 
abroad, 

II. The introduction of machinery and otlun^ agricul- 
tural improvements, which economize the? cost of eidtiva- 
tion aiid increase the productiveness of the soil. -- 

The price of mineral produce is regulated l)y laws 
similar to those which regidato the price <.)f agricultural 
prodiuie. For example, if the jjrices quottnl for coal are 
too low, tlie less product, ivt‘ mines will be abandoned, the 
low prices not alibvding a. sntiiciont return fur the expense 
incurred in working them, while, on the other hand, to 
meet i\\\ inen^ased demand, recourse will be had to .such 
mines, tluTeby nec<‘ssitating a rise in price's to recompense* 
the extra ainount; e)f labenir and cap)ital expC'iided in work- 
ing them, the price of coal, like the ]>ri(je of ibod, being 
fixed by the price of what is produced by th(‘. k-ast pro- 
ductive sources of supply. 



Exchange, 

The law is, the demand varies inversely with (he price, 
for the greater the price tlie less the demand ; while tlie 
price varic's direc'tly witli the demaml, fV>r tlio greater the 
demand the greater tlie price, the price being ovcMitually 
such as to equalize the supply to tiui demand. 

§ 4. On the Causes which regulate the Price of Com- 
modities, coni inued. 

Class III Price of Manufaetur(‘d Commodities. 

’'riie third (hiss ef commodities consists of tliose whosi' 
jiroduclioM can. b(^ indelinitely incr(‘as(.Hl without incn'asiMl 
(;ost. Such ari* inamrfa(.ttiir(:;(l artiel(*s, for as in su(.*h 
artiides the cost of the raw mat(*rial forms only a minor 
elenuad. in their cost, an increas(‘d demand t'or them, 
ludiki* an incre;is(Ml d(‘mand for agi'ieultural or minmul 
produce, is not necessarily folknvcd by a rise in ])rices, for 
by the use of machinery thi^y (.‘an bo tiinu'd out on a 
large scale not only wdtliout incn.^ased, but (‘ven with 
diminislied cost of pimhurlion. 

Setting aside therefore the cost of the. raw nmlnrial, 
which is a c:om}.>aratively i]i(.>perati\'e olemmit of the cost f)f 
iniinutaotiired produce, we find that thci (‘K'liuuits of sueli 
e(.>st. are 

1. Wages of Jjabour. 

XL Pi'olits of Capital. 

If eiilitu’ of these elements rise above the natural rat(‘ 
in any (rade, the ])rice of commoditic^s manufactured in 
that tmde als(.) rises, and similarly th(.*ir l*all is aeconijianiod 
by a tall in prices. 

I, f f an increased demand nec(.‘ssitates a risci in wages, 
jtrices must also rise to recoup the nianufactiirer for his 
iiicn^ased outlay. 

II. For the second element, unnaturally large profits 
cannot permanently be secured in any trade, the competi- 

w. p. E. * 3 
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tion of capital stimulating an increased output, wliicli will* 
sooner or later outstrip the demaiK], whereupon prices will 
return to tlieir natural level. Therefore 

Th(^ price of nuiiuifactured articles is regulated by twe 
princi})l<.‘s : 

I. It must on the averagci approximate to the cost of 
production, this latter term including cost of material, 
wages of labour, and natural profits of capital. 

II. 'Jlie. demand (meaning ‘ effective (hunand/) for 
a commodity, varies inversely with its price, and the 
])rieo at any particular time must b(‘ such as to equali/.c 
the demand to Ihe sup]>ly. 

The compel ition of capital secures the acting of tin/ 
first law, and with regard to the second it is important le 
bear in mind that t\m pri(‘e of any commodity must always 
he suck as to equalize the supply and demand, 

§ 5, On Money. 

Money iteilorms two functions. 

T, It is a Tuoasure of value. 

IL It is a nu'.dium of exchangee 

Any substance selected by a coirunnnity (as pressed 
cubes of tea by tlic Clunese, and cowri(!-she‘lls by certain 
African ti’ibes) U) sia've as a mcelium of exchange, and 
obviate the necessity for l>arter, may be regai'ded as th(‘ 
money of tliat comm unity, but by most ci vilized nations 
the pnx'ious metals have been selected to serve the pur- 
poses of money, for tlie following reasons : 

I, As a measure of value they arc subject to as tew 
variations as possible. 

II. As a medium of exchange they possess an intrinsi(‘- 
value, as well as great value in small bulk. 

I. It is undesirable that the substance selected for the 
standard of value sliould be liable to great or sudden 
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’fluctuations, for in tliat case a cominoclity which t.o-day 
was worth such anti su<;h an aiuount, niiglit a low days 
hence be wortli titty per ctuiit. less or tihu’c. 

Credit, would tlm.s be disturbed, aiitl iiiercaiitile alTairs 
tlirovvii into confusion. 

n. It is desirable that the substance seltH'ted for tlie 
TYiedium of excliange should posst'ss soinelhing more than 
a conventional value, and also that it, should ])oss(‘ss grt'at 
value in small bulk, for otherwisi^ whonMuy large paymeul 
Imd to l.M‘ made, the amount of money that would have to l)e 
carried to pay it, would prove an inconveuient weigld. 

Fur these reasons the precious metals ha.ve bee]i found 
by experience b> f)rove the hiw>i standard of value, as well 
as the. best medium of exchange. 

Fitbcr gold, or silver, or botli, may bo ad<*)>ted as a 
stan<la,rd oC value, d'lie last case is called the adoj)l.ion. 
of a doul)K‘ standard, or bi-mdtalism, and i( i,s imj)li(.'d by 
it that ])aym(aits can be made eitlier in gold or silver at 
the option of tin? j.>ay<‘r, • 

Tlu^ p<'c\diar disadvautage atlaching to it is, that if 
either metal l)ecame rle|)reciated in valui.y say if silvsu' In*- 
came deprcMuated to the extent of o jx^r cent, owing to tlu^ 
marktU.. 1;)eiog tloodexl with silver from new and exinam'ly 
productive mines, any defotor could liquidate his dehl, in th<‘ 
depre»!nit<al nnUal, tlnis defraiuling bis creditor oj' the lull 
amount due to him. 

The ]»rcsent staiuhml in England is a. shigle or gold oiua 
silver not being legal t(‘nder above firiy sldllings, nor 
coppi'i* above o)n:‘ sliilling. The. silvei* and eoppvu' coins 
form iii^fact only a subsidiary coinage. 

§ 6. On the Value of Money. 

. Tile expression ‘value of money' has two senses — the 
one popular, the other sci(‘ntilic, — winch must be caixifully 
distinguished from one another. 
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What is usually meant by the term ‘value of money/ is 
the curreut rate of interest, indicated by tbe Bank rate of 
discount, and thus money is said to be more or less 
valuable as the interest given for its use is greater or less. 

But what })olitical economists understand by the term 
‘value of money’ is its purchasing power, i.e. its powta^ of 
obtaining other cornmoditie's in excluinge for itsedf, and 
thus the value of money is said to vary with its ]>urchasing 
power, being low when priet^s are high and Ivigh when 
prices are low. 

This slaloment is unaflectod by tlu.‘ (act that the pric’c 
of gohl is tixc'd by law, that the fixed Mint pricfo of an 
ounce of gold for (!Xtitn)ile isVilways £T 1 7.s\ 1 Oln/., i‘or as such 
gold is purchased to be minted into coin, and the autlj<.)ri- 
ties of the Mint know that there is suftici(‘nt amount of 
gold in an ounce of bullion to be coim'd into £3 aiid tlie 
fraction of ji sovereign n^pnesmitcMi by 17.s\ lOk?., this 
nKU’t.'ly means that the values of gold in bullion and of 
(ioiiHMl gold, arfi identical. Tlie Minl^ |)rice of gold is in fact 
merely the value of uncoined money in coimsl money, and 
has n(.) coiinection with the value of money, i.e. its purchas- 
ing power in relation to other commodities. 

The value of the pretntais met.als is regulated by the 
same la^vs as those wliich regulate the prices of agricultural 
and mineral produce, that is to say, lliey become more 
valuable as the dmnand for them increases, owing to the 
necessity of w(»rklng less productive sources. 

The precious metals siibservi.^ two pur])oses, 

I. They are used as au ordinary article of commerce 

for lh(i inanufacturc of jewellery, plate, &c. ^ 

II. Tlu'y are used as a standard of value and as a 
circulating medium, that is to say as Money. 

The. (lemaud for gold as an article of commerce is very 
slight (comparatively) and subject to few variations, and 
may therefore be disregarded. 
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As a circulating nnHlium the dematul for gold depends 
0 j)on two considcrat i uns. 

I. It into-cascs coderis parihifs witli the \vcalth and 
populatioi\ of tlu^ ct aintry, and also 

II. With the ninnhcr of times a eonnnodity is bought 
and Sold before it is finally consumed. 

I. Tin* amount of money in, aiiy (Country must l>t‘ar 
soint? ])roportiou to its wu'alth and [) 0 ])ulaiion, for although 
tlie transaetions of wholosale eoinmei'ce are usually ca..rried 
on by (die(|ues, bills ()f exebange, fre., w itlumt tlie assistance 
of inonv'Y, y(>t v'olned moiiey is always re.(]\iir<Ml for tlu) 
discharge of jiotty di'bts and small ))aynu‘nts, such as w^ages 
of servants, cab-hire, <lirc., and |.ht‘r(dbre as a (‘ountry grows 
in jviatorial wa'a.ith and pojMilousness, it is o1)vions that 
a greater amount of money will be r«M]uir<Mi for thixse 
■[lur poses. 

IL In tlie second casfy nt is obvious that a greater 
amount of momiy will lie riMpiiivd the ()ft(.‘Titvr (‘oii)in<)dili(.‘S 
cliange liands Ix^fore tlie}' are tiniilly eonsanuMl, the dif- 
fer<a)t middlemen having to pay one another for tlie 
commodities on i?ach transfer. 

Th<i above therefore are the, causes wdn’eli regulate tlie 
demand* for gold. As tlK‘ druna-iid increasiis, gold Ix^eomes 
more 8(%"irce and prices fall, the value of gr>ld, that is to .say 
its purcliasing [jovver, varying directly with its .scarcity 
and inver.s('ly with the price of commoditie.s. It billows 
therefore, tliat the amount of gold in a. country varies 
directly witli prie.es ; if prices arc low gold is seance, and if 
prices* are high, gold, it may be inferred, is iihmtiful 

But a.s gold by liccornirig mort^ scarce becomes more 
valuable, that is to say as it.s purchasing power is iiKTcased 
by its scarcity, it becomes more profitable to supply it ; the 
♦ industry of mining for gold is stimulated, and an agency 
is called into action which has a temUmey to diminish tlu* 
scarcity of gold and to equalize tlie supply of gold to the 
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(Icmaiul Similarly if thfi supply of gold is plentiful, its 
power of purchasing coTumodities is dirninished, and high 
prices rule. Hence the industry of mining for gold be- 
comes levss profitalde, and the less productive mines will be 
al)andoned, the tendency in ]x>th cases being to equalize 
tlie sup{)ly to the demand. It is desirable that the 
amount of gold in (drcfilation should increase with the in- 
crease of Avealth and population, and that it should neither 
outstrip nor fall slnat of the demand, to prevent prices 
fluctuating. 

If the supply of gold were greatly in excess of th(^ 
demand or mce versa, it wonld give rise to grave inconveni- 
ences, lor in the first case tlv-‘ r(xi]>ient of a fixed incomci 
would find the purcluising poAVcr of his income S(i*rioiisly 
diniinislnxl, owing to thegcneml rise in prices, wliile in the 
second case, anyone who had a fixed money payment to make 
would virtually pay rnueh more tlian the nominal amount, 
the purchasing power of this amount being increased in 
direct proportion to thc.jall in prices. 

§ 7 . Foreign Cormnerce and International Trade. 

The chief advantage of Foreign 0(>mmcrc<3, or the 
interchange of commodities between rlifferent countries, is, 
tliat it enables every country to devote itself tu tlui pro- 
duction of those commodities in regard to whicli it has 
been especially favoiired by nature, most lands {)Ossessing 
some natural advantagcNS, eitlier not shared at all or not 
shared In an equal degree by other countries, .England for 
instance being especially rich in coal and iron, while France 
and Ameri(%a have a vast acreage adapted to tlie .growth 
of corn and other cereals. Therefore when England takes 
the com of I'rance in exchange for her own iron, both 
eoimtries are obviously benefited, Avbile at the same time 
labour and capital are economized and the pixjductiveness 
of both labour and capitiil encprmously increased. 
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Before the time of Adam Smitli, and the appearance of 
his Wealth of Nation fi, these advantages were not per- 
ceived, it being held, in accurdanc<> with tlie fallacious prin- 
ciplc^-s of the .Mci’eantile System, that a nation's wciiltli or 
{)rosperity consisted in an aecum illation of tlie pnxions 
metals, and therehjrc witli a view to fiirtliering this end, 
with a view, that is to say, to bringing inoiK'y into the 
(•ovintry and kc'oping ii> then*, th<^ exportation of cominodi-- 
ties AY as tyneonraged l>y bounties, and their importation 
diseourageil by the* imposition of duties. 

To secure the advautag(*.s of' internatiomil trade, it 
is only necessary tlia.t the commodilies interehaiiged 
l)etw(H_*n any two eoiuitries s]'\^)uld hear a differevnt relative 
valiu' in tluj two covinTries, i. e. that, of any tNvo commodi- 
ties, om* should be rehatively dearer than (he other in tin* 
one country than it is in t/he otlier. For example, say 
tl’iat • 

the* cost-price of 1 ton of iron in Franc‘e is £^10, 

„ , „ England is £10 ; 

„ 1 sack of wheat in France is *10.9. or £l. 10,s’. 

„ „ „ England is £1. 

Hi*nef* Jil though iron and wluyat an; both dearer in 
Franci‘*than in Etigland, yet Fnwich. iron is thrc*o times as 
expi'nsive per ton as English iron, while Fr(*nch wheat 
is only one and a halftimes more (ex[)(;nsive p(‘r sa.(*k thaii 
English winnit; and Avhile one ton of iron in kVauco costs 
20 .sacks of wheat, 1 ton of English ii’iin costs only ten. 
Hence it is to the mutual advantage of Frances and England 
to exchange their iron and wheat. 

Pix)f. Fawcett exjilains in the course", of an elaborate 
analysis what would be the terms of exchange of any two 
commodities— say wheat and iron — between o.ny two 
countries, say Kuglaiid and Franco. He arrives at the 
following result.s : — 

I. The prices of commodities exchanged betwxx*ri any 
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two coinitries are regulated by the same laws as tlioso 
which regulate prices iu home-trade, the self-acting law 
which tends to equalize the supply to the demand being 
constantly in o)>eration in both cases. Therefore the 
profits of the (.‘^porting country ojii the ccniirnodity it 
(‘Xports vary in a direct ratio with tlie dtnnand of the 
importing country. Thus it the demand in Franco foi’ 
English iron at a certain t>rice, is, oAving to any causes, 
diminished, tliis price must be lowered until the demand 
is made eipral to tlie supply, that is to say, England will 
have to give morc^ iron in exchange for the wheat it 
requires. 

II. If the cost of producing of the two commodi- 
ties is lowered in one country but not in the other, the 
couiitiy in which it is diminish(‘d will not necessarily r(!a[i 
the advantage. Owing to the diminution of the cost 
of production, the siijjply of ‘ that commodity will be j)ro- 
portionat-ely increased, but if the demand i'ov it, in tlie 
importing couniry was,, previously exactl}’ eipial to tlie 
supply, the Hupfily will now he in excu^ss of the demand, 
and the price mvist bo reducexl until the demand is made 
ecjual to the suppl}^ (the demand ii>r any commodity 
it must be remendiered, being stimulated by a re'duetion 
in price). This reduction Avill be (dfocted by the competi- 
tion of capitalists vying with one another to secure a 
market. 

The ofiect of iiitcrnatioiial trade is to cheapen commo- 
dities in every country which are of the same kind as 
those; which are importi'd into it. Thus by the introduc- 
tion of French wheat the price of English wheat dgclines, 
and similarly the price of iron in France is lowered by 
the importation of English iron. Thus the consumer is 
benefited and at the same time the producer is not 
injured, except perhaps temporarily, for the price of the 
commodity similar to the imported commodity being 
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driven down, capital will gradually be withdrawn from its 
production to the ])roductiou of other conimodities, and 
thus tilings will in the long run right tlieinsolves, fV)r 
by tlic' oonipetition of capit;al tln^ pi'olits in any trade are 
prevented Iroin permanently rising above, or* ialliiig l:>e- 
ncath, the rate of profit natural to that tj-adc*. The ol)j(.-e~ 
tioiis to free trade «]>ring from the fact that its opponents 
direct their attention to the tetn}>orary injury sutiered 
by s[)eeiMl classes of producers by the im])ortaiion of 
certain commodities, and overlook the general benefit 
.secured by the whole body of producers and consumers 
alike. 

By the doctrine of ‘ reei|>ro(j»ity ' is signified conditional 
free tnide, the admittanci^ that is to say, duty frc'C of the 
products of other countries, if they will receive ours in 
a similar manner in return. 

'rhis reasoning, .says Ih'of Fawcett, is falhicious, for (‘ven 
if other countries will not take our products, it is still 
to our Inlerest to purchaser theirs,, if we can buy t lient 
clieajK.'r than wo could produce them ourselves*’. 

Under a fre<‘ tradi^ system the diffi'iimeo of pi*Ic(‘ 
of any coimiiodity In any two countries is exaidly etpiiva - 
lent to the cost of siuiding this commodity from the om* 
country to the other,” i.(?. to the cost of carriage?. If the 

* Thi’ Professor pfahaps hardly does justice to tlic argu- 

ment for ‘rccijTOcity.’ It may be put thus : '4niport.s, it is agieod, axv 
paid for by e:;ports, e.g. we purchase the corn we import from Prance by 
the iron wo e.\‘puri to her. But if foreign countries refuse to take our 
exports, f>r, whicli is the same thing, impose a prohibition duty on them, 
in order to protect the native producers, how are wo to go on buying 
commodit%s from them ? It is plain that avc can only continue to do bo 
by drawing on capital, and this in the long run mean.® financial collapse. 

To buy and sell is very Avell. 

, To sell and buy we all should try. 

But if WG buy and do not sell, 

E» U. I. N. that course doth Bpell. 

But see p. 69. ^ 
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price exceeds tl\o cost) of carriage, capitalists will vie with 
one another in exportirig the coiniriodity from the country 
wlierc it is cheaj)er to the country whore it is dearer, 
until the market is overstocked and prices fall to the 
same level in l><.)th countries. 

Although the aggregate irnportKS of every countiy ar(' 
])aid t(>r by tlie aggregate exports, these need not be exactly 
('qual, for if any country, say for examph) England, is the 
creditor of other cotintric^s for large amounts as interest mj 
loans, if in short it has a large amount of capital invested 
a1)road, the countries in its d(.‘bt will find it to their ad- 
vantage to li(|vddato the interest on their debt in coin- 
modi ti(‘S ra(her tlian in sj[>t3cie, and hence the im]»orts of 
this particular country will permanently exceed its 
exports. 


§ 8. On the Tremsmission of the Precious Aletals, 

The pri.'cious nn'tjds are transmitted from one country 
to another in tlu*, two folloAving ways: — 

(1) They are (‘X])orted as an ordinary article of com- 
mm-c<3 from the conntrites which })rodnce thinn, such, for 
instance, as Australia and (/alifornia, in exchange for the 
inHiortod commoditic's of other countries. 

(2) They are transmitted as linllion or specie from 
one country to amitlier in the vshayie of loans, interest 
nil iiivestrmmts, &c., that is to say, as money. 

Regarded as articles of commerce, the export and 
import of tlie precious metals are regulated by the same 
laws as those which regulate the international^ trade in 
nther commodities, that is to say, their exchange value 
varies directly with the demand of the countries to which 
they are exported. 

It is desirable, as has been explained above (p. 38), that 
the amount of gold and silver in circulation should keep 
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pace with the iiicr(.'ase of wealth and population, in order 
to avoid any gi’cat fluctuation in prices, as sucli Huetuii- 
tion not only infliots groat hardship on (HU’taln c-lassos, 
those for instance in receipt of fixed incomes or who have 
fixed payments to make, but also causes great disturbaiuu^ 
in gcnoi’al commerce. 

AliJiough the amount of gold in furculation at any 
particular time may bo generally plentiful or the reverse', 
it cannot long remain either tlio one or the other ((*om-> 
parativoly) in any i)avticular countr):. Kor example, if the 
amount of gold in England were douhied to-morrow, ])rices 
would rise in proportien; this weiild imliiee (1) the English 
('orisunier to import commodity's from al)i‘oad, wlieri' tluy 
are clu'apc'.r, and (2) the foreign merehant to (export ('om- 
niodities t<.) l!]ng]and, in order to ,shiU-(‘ in the j'ise in prices, 
fly thos(} means the rise iu prices would bo ehe(.:ki‘d, owing 
to (lie drain of money sc'ut abroad to pay ibr tlu'se com- 
modities. 


§ 9. Foreign Exchanges. 

The exchange of commodities betwec'ii dilfo’ent; coun- 
tries is Tisvially carried on, not by the tr?insmission of 
specie in. payment for them, but by bills of (^xeha.nge^, 
such bills being discounted (i.e. casliod for a small con- 
sideration) by a class of men known as bill disc,onnters, or 
bill brok ('Fs, who in tlu'ir turn exchange? the bills drawn 
on tb(;ir own country, with foreign brokers for bills drawn 
on foreigt.) countries. 

The following example will illustrate th(? natuii* of bills 
<^f exchange : — 

, * A bill of excha-npre is a written promise by one? person to aiiothca 
that the former will pay the bitter a certain sum on a spocibed day, it 
I'eing stated in the bill what consideration lias been given for tlio debt 
which has bc(3n incurred. • 
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Mr Andrew iVfarvcII, coal-merchant of London, sells to’ 
M. Pierre Konsard, a merchant of Paris, a cargo of coal f >r 
.£1000, Ronsarcl giving Marvell a bill of exchange for the 
anioimt, this bill of exchange being a written promise 
to pay the £1000 on a (‘ertain specified date. At the 
same time, Mr Edmund Waller, another English merchant, 
buys of M. Th(*(^phile (Jautier, a silk merchant of Lyons, a 
cargo of silk for £1000, giving in his turn a bill of excdiauge 
f’or the amount. Now how shall .Ronsard and Waller 
discharge their debts? 

Some <ixpei)se wilf be incurred by the transmissh.vn ol‘ 
species (r<.)m the one country to the other for this purj)ose, 
and tlicro is also tlie risk of the coin being lost by vship- 
wreck or otherwise. Obviously the most convenient 
course will he for Ptonsard to pay the money he owes 
to Marvell, to (iautier, and for Waller to })ay in his turn 
the money he owes to Gautier, to Marvell. As h>ng as 
Marvell and Gautier are paid each his tliousand pounds, it 
is a matter of iiidiffiTonce to them who pays tliem, and by 
the adoption of this [)laii no money h‘av(.\s ("ith(.'r Fran(i(? 
or England, and lhe‘ risk and expense of transmitting 
s};)ecie are not incurred. 


Ronsard ])ays (jaiitior 


Marvell is paid by Waller • 


Bill discounters in France and England collect these 
bills drawn by one country on the other and exchange 
them. 
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When the exports and imports of a eouittiy are 
(exactly equal to one another, the exchange is said (<> 
he at par, the bills drawn on it to pay for its irnports 
l)eing jiivSt equal to the bills drawn on ibreign countrit\s to 
|>ay for its exports. 

But when the imports of a eouutiy excXMxl its (exports 
the exchange is said to bii against it, beeanst* specie must 
be oxp(U‘ted to the couiUiy to whicdi it is in debt, to 
litpiidate tliat part of its debt which is not mot in* bills « >f 
v'xchange drawn on that country. 

In this case the bills of exehaTigc* drawn on tliis 
furoign country will be at a premium, tlie merchants 
of tlie liomo country composing with om' {mother in 
obtain them, I)eing willing, if the cost of transmitting 
specie* is, say, tw'o per cent., to give (^vem as much as mie 
and a half |.)er cent, premium in orden* to escape the neces- 
sity of tnansmitting s|)ocie. 

Similarly the hills in the Ibreign covintiy drawn on the 
home ({OiiTitry will fall to a corresponding dise'oimt., for if 
one eountry, say England, has ])nrchas(*d of another 
country, sjiy Fixuico, comooditJes to tin* amount of 
£12, 000, 000 and given bills of icxehangt^ for that amoimt, 
while it’lnis ex|)orted to it aTid received bills for commo- 
ditit's to the anionnt ol‘ only .£10,000;()0(), tlna-e are ol)- 
vioiisly €2,000, OOO wxu’th of bills drawm on England in 
Frances Avliicb cannot be exchangeel i’or l)ills draxvn on 
France in England, l)ut must ])e transmitted to England 
and specie sent out in (exchange to hVanee. The cost 
of sreh trHnsmis.sion of specie being assvniK.'d fo be two 
per c(:!jt. the French bill discounters will theref()re only 
give £98 for a £100 bill draw n on Englainl. 

Thci above reiisoning is V>as('d on tin*, assumption that 
•the currencies of the two countries are identical, but it is 
equally true when the two countries have different curren- 
cies, the only exception beings that in the latter case, when 
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the exchange is against any country, the money of that 
(country is depreciated in value relatively to the money of 
the country which has the exchange in its favour. 

To sum up, the premium and discount on bills of 
exchange cannot in any case be greater than the cost of 
transmitting specie, their greater or less approximation to 
this cost being determined by the greater or less competi- 
tion of merchants to obtain such bills. 

§ 10. The Functions of Credit 

Credit signifies the relation Avhieh exists betwe^m bor- 
rower and lender, and tlierefore Jic'cessarily implies trust 
or e.oniideiK^e ; for no oiu* will lend to one in whose will- 
ingiK'Ss and ability to re|>ay he has no confidence. 

The tru(? detinlt.ion of credit is the po’wer to borrow 
vjealth, the extent of this power in imy (Xise ])eing indi- 
cated by (/ho rate; of interest charged foi* the loan, this 
varying inversely Avitli the goodness of tlie secairity, 
i. c, with the willingiibss and ability of the borrower to 
repay. 

Credit is largely concern(.*d in the cri:ation of weal tin 
for when the owner of wealth is unwilling or unable to 
emidoy it productively liimself, ho may by hniding it to 
])(‘rsons in wliom ho lias conlidonce— that is to say, to 
individuals, banks, ( }()vernmeiits, or pulilic companies, 
rec^nving interest for tlie hian (such interest varying with 

tile qualit}' of the security) -eaiise it to be employed in 

the |)roduction of fresli wealth. 

§ 11. The Inflaence of Credit on Prices, ■ ^ 

The most eonimon forms assumed by Credit are Bills 
of Exchange, Bank-notes, Cheques. 

(1) A bill of exchange, as explained above (p, 43, note), 
is a Avritten promise to pay^ a certain .sum on a specified 
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fl<ate, Avhieh is mentioned in the bill. Such bills are transfer- 
able and can be discounted, i.e. sold for ready inone\' by 
anyone who holds them, providing of course tliat tluj 
security is good. 

It is usual for a bill of exchange to be endorsed (as it 
is called) by some responsible third party putting Ids name 
on the back of it, thereby binding himself to pay the sum 
mentioned in th(‘ bill to the party in wliose hivour it is 
drawn, if the drawer of the bill should be unahh', when 
the time for settling it comes round, to mi'et his engage- 
metits. When a bill discounter easlfcs a bill lie may also 
re«jiiire a second endorsement by the person from whom 
he pnrcliases the bill. ^ 

(2) A bank- no to is a written promise given by a bank 
to pay a certain sum mentioned on the nole at any time 
on d( Milan d. 

l>v issuing notes drawn on* his bank a banki'r is on a- 
l>lcd to use his credit to a largo extent, for it is a well- 
known fact that only one-third of the amount so issued 
need be ke]')t in the shape of legal tender to miMd; oi'dinarv 
emergencies, and the banker is thus enaliled to use tin* 
other two-tldrds for his own hmieHt. 

JS.B. . I. Bank of England notes arc legal tender: tlie 
notes of other hanks are not. 11. The Bank of England 
is bound to give gold in excliango for its own nott.*s ii' 
rcipdred to <lo so, and lienee our paper currency is said to 
be couvertilile. 

Only liauks founded belbrc 1844 arc allowed to issue 
their own notes. 

(8) A. cheque is a written authority, giveji by a person 
having iftoney in a bank, to another, to draw the wliolc or 
any parj of that money out. 

Ex. AB gives CD a cheque on tlio London and 
^Westminster for £1000, CD sends the cheque to Coutts, 
Avlicre he banks, and instructs them to put it to his account. 
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EF gives GH a cheque on Coutts for £1000, GH sond^ 
the eheque to his bankers, the London and Westminster, 
telling them to place it to his account. 

Coutts now holds a cheque on tlie London and 
Westjniustor for £1000, and the London and Westniinster 
liolds a cheque on Ooutts for the same ainount. If they 
oxchango ch(M|ues their mutual obligation will be cancelled, 
a-nd tViis is done tlirough the London Clearing House, 
where bills of exchange and clKHpies cliange hands sonie- 
tinuis to the extent of £150,000,000 in a single wxudv. 

Cr(‘dit is to a great extent a siibstitnte for rnoney^ and 
bills of exchange, cluMpies and bank-notes discharge the 
functions of the precious n\otals, bills of excliange doing so 
in the operations of wdiolcsale coninieree, and bank-notes 
and clieipios in the ordinary ridations of life; ; hence the 
law, tliat if the wealtli and population of a eoTintry lx; 
increasc.‘d, a great(;r quantity of the precious metals will ho 
required as a circulating medium, or otherwise prices 
wa)uld decline, may l)o connteract(;<l to some (;xtent b}’ the 
employment of credit in its various forms, i.e. 1)ills of 
excliange &c., these forms of credit discharging the func- 
tions of rnoney and dispensing with the necessity for an 
iuereased su[q)ly of the precrious metals. If c;r('d:t <]id not 
exist and all buying and selling \vero carried on with ready 
money, it is jilain that the demand for gt)ld and silver 
would be enormously increased, and if an adequate supply 
of the prcicious metals were not forthconiing “a gn'ater 
amount of Imying and staling would have to be performed 
by the moiu'v already in circulation. This is equivalent to 
saying that general price's would rise.’* 

In the second place, credit exerts a still more import- 
ant intluenco on prices, by encouraging speculation and 
increasing the purchasing power of the country. , 

If merchants wore compelled to pay ready money for 
all commodities in Avhich they dealt, speculation would be 
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> T)on-exisfcont and conimei'ce greatly hampered, hut ii* they 
ar(^ able to use their credit, their piircliasing power is 
indefinitely increased. By buying commodities when prices 
are low, and giving bills for the an\ount, and resi.dling the 
same coinniodities when prices rise, and before the bills 
fall due, they are enabled to realise a handsome profit. 
Two examples are given by Prof. Fawcett of traders using 
their credit to make lai'ge speculative purchases of com- 
rnodities, namely the speculation in tadow just belbri^ the 
Russian War 1854, and in tea befoni the war wiih Cliina 
1889. 

I'his speculative use of crc'dit levs a tendmicy to force 
up prices of those commodities whicli are the sulj(X.‘t of 
such sjxiculatiou, sometimes doing so to a pi>int far ex- 
ceeding the cost of jmx I net ion. 

(.)f course if imuxihants abuse tlieir (u edit; to speculate 
recklessly, they will be unabl<;, when the time for settlii\g 
arrives, to meet their eugagomeuts, and a (‘OTurnercial panic 
will ensue. As these panics are caused by an, abuse of 
credit;, and as bank-notes were tliought to be the clnc^f 
instruments of credit, the Bank Charter Act was passed in 
1<S54 to limit the issue of bank-not(*s. 

B}" the provisions of this Act tin*. Bank of England is 
required to keep an equivalent amount of hid lion for all 
the notes it issues above £ 14,000,000, })rivat<* banks 
establishcil after the passing of the Act are lorbidden to 
issue their own not(*s, and those establislied before, only 
allowed to do so under certain conditions. 

Wliether this bank Act really fulfils the object for 
which it Is passed, i.e. the prevention of commercial panics, 
is a matter of considerable controversy. Prof. Fawexitt 
opines that it does not. The Act, he says, in ordinary 
times is inoperative, for prudential considerations will 
restrain bankers from unduly forcing the note circidation 
of the country; and besides, in the larger operations of 

W. p. E. 4 
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commerce, bills of exchange, and not bank-notes, are really 
the main instniments of credit. In the later stages of 
speculation when the bubble bursts and a sudden shrink- 
age of credit ensues, the Act so far from doing good is 
distinctly mischievous, for it has invaribly been found that 
whenever such a panic occurs, ''credit cannot be restored 
without a suspension of the Act” and tlie anxiety as to 
whether, and wlien, tlie Act will be snspended, adds greatly 
to the dangers and difficulties of the situation. 

The only remaining form of credit to be lioticed is that 
of inconvertible bank-notes. These may either be made 
legal tender or not, and different rcsidts ensue in (utlier 
(!ase, but as tlie only paper currency in England is a 
convertible one, it is not necessary to (consider this form of 
credit in detail. 


§ 12. On the Rate of Interest 

Tlie rate of interest is determined in this country I))' 
the interest given for money invested in the public funds 
or consols, which on an average of years closely approxi- 
mates to three p(W cent. 

This interest may he considered as a nununer^ition for 
saving, as an investment in consols is considered to involve 
no labour of superintendence and no element of risk. 

The current rate of in terest then, is determined by the 
interest on investments wliich entail no labour of super- 
inteudeuee and no risk of loss, in our country by the 
interest on Government Stock. 

The rate of interest in any country varies with tlie 
desire of tlie inhabitant of that country to aceilaudate 
capital, and witli the amount of capital accumulated, 
and also witli the demand which exists for tliat capital 
Thus if there is a great demand for capital, the rate of' 
interest or price given for its use will be high. Saving, 
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• consequently, will be stimulated until an amount of capital 
is accumulated greater than the demand, when the rate of 
interest will fall, and saving will be chocked. The rate of 
interest, or price of money, is regulated by the same law 
as that which regulates the price of other commodities, 
that, namely, which tends to equalise tlie supply witli the 
demand. 

Tlie rate of interest is high in countries where property 
is insecure, and likewise in young and prosperous countries, 
e.g, Australia, where capital is unusually productive, mving 
to an abundant supply of fertile hmd, for 'when capital is 
unusually productive, it is obvious that those who wish to 
borrow it will be willing to give a larger sum for its 
use. 

With a rise in the general rate of interest, the price of 
Consols and other securities, the interest on which, is fixed, 
will decline, .lor it is plain that if tlie interest on Consols 
at par is 3 per cent, and or even 4 per (Hvnt. can be 
obtained elsewhere on good security no one will any longer 
bo walling to give £100 Ibr £100* worth of Consols. Jn 
the first (lase £100 Consols would fall to 85 and in the 
seeo.r)d ease to 75. 

Idle juice of land will also decline with a rise in tlie 
general rate of interest. 

§ 1;]. The Tendency of I*7vfits to fall as a Nation 
advances, 

Althougli tlie rate of profit in any particular trade may 
be measured by a rise or fall in prices, prices rising as tin; 
demand oxcihmIs tlie supply, and falling as the supply 
exceeds the demand, yet a general rise in prices can 
^exercise no influence on the rate of profit, for such a 
general rise or fall merely shows that the purchasing 
power of gold has been increased or decreased. 


4-^2 
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The rate of profit really depetuls on the ratio in which . 
whatever wealth is produced, is divided between employer 
and employed. 

If the share received by the labourer is increased while 
other things remain equal, it is plain that that received by 
the capitalist must be decreased, and therefore the rate of 
profit will decline and vice versd. 

Prices have a tendency to decline as a nation advances 
in wealth and population, owing to two causes : 

I. The competition of accumulated capital which 
tends to lower the rate of profit, until at length tluire 
comes wliab may be called a “glut of capital/' that is to 
say, a time arrives when more capital lias been accumulated 
than can be profitably invested. 

II. An increase in the cost of production, caused by 
an increase in the cost of food, owing to the necessity of 
having recourse to less produj,*,tive land to feed an increased 
population, labour as is well known being cheap when food 
is cheap, and vice versd. 

These causes which' tend to lower the rate of profit, 
may be counteracted severally 

I. By the exportation of capital and the investment 
thereof in forefign securities. 

II. By the importation of food supplies from abroad, 
and by agricultural improvements, as for example, ma~ 
cliinery, drainage, artificial manures, whicli cheapen food 
by economising labour, and increasing the productiveness 
of the soil. 

The rate of profit may also be prevented from declining 
by the conversion of floating into flxed capital (thereby 
diminishing the wages-fiind) and by commercial ptmics, a 
large amount of surplus capital being absorbed in either 
way. 

In young countries like Australia a high rate of profit * 
prevails, owing to the large amount of fertile land pos- 
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sessed by such coinitri(‘.s, for capital is always more or 
less prodiiotivo of wealth, as it is applied to laud of 
greater or loss fertility. In such eouutries the general 
rate of profit is legulatc^d by the profits on agrieadture, 
lor when a man can make large profits by engaging in 
agriculture, lie will not bo induced to oiigage in other 
pursuits unless h(* is certain of socuriiig profits proportion- « 
ately liigh. 

§ 14. Over-production, or Excess of id^uppbj, 

Altliough there may bo temporaril)- over-iiroduction 
in any particular ti’ade, that is to say more e<)innu)(litir‘s 
may be produced in that trade than (;an bo sold at rmnu- 
nerative prices, yet there can bc' no such tiling as a 
general over-})roductlon in the sense in wliic*h that expres- 
sion was understood by Malfhus, Sismondi and Clialmers, 
the sense, rianioly, of more cinnrnoditios boiiig pro(liUM.jd 
than can be consumed, for the de^nand for commodities is 
regulated by their price ; Iowct the yirice and tlie deniand 
will he indefinitely increased. Excessive production would 
it is true bo disadvantageous to the jiroduccTs, for it would 
imply ar low rate of profit; hut the conimoditiis so pro- 
duced would nut be wasti^l ; tliey would only be more 
distributed. 


§ ]5. The Gold Discoveries. 

About the years 1848 — 50 the amouiit of gold in cir- 
culation was greatly increased by the gold discovericjs in 
CalifoAiia and Australia; iurfeed the yield ot gold was 
thereby immediately trebled, the previous yield of 
£10,000,000 per annum being raised to £80,000,000. 
The present section will be devoted to considering the 
influence on prices caused by this vast increase in tluj 
annual supply of gold, ^ 
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Although such an investigation is rendered difficult 
by the fact that a rise or fiill in prices does not furnish an 
accurate measure of the amount of gold in circulation, 
owing to the want of iinifonnity in such rise or fall, some 
conunodities advancing, and others falling in price (Ibr 
many other causes, as is well known, besides the value 
f of gold affect the price of coniinodities) and although the 
irujuiry is further complicated by the fact, that, owing to 
the speculative and as it were gambling character of gold- 
mining, what would otlv^rwise furnish a certain indication 
of a fall in the value of gold, nanu‘ly the ahandonincn't of 
the less productive mines, does not invariably occur 
(miners holding on to such mines in the hope that th(‘y 
may strike a now and immensely productive lode at any 
time), yet it may on the whole be concluded that for al)out 
twenty years after tlie (Jaliforniaii and Australian gold 
discoveries, there was a depreciation in the value of gold 
variously estimated at from 10 to 15 per ccuit. 

Further d(>preciatiofi was checked by the increased 
demand for gold as a circulating rnedivira, (‘aused by the 
vast expansion of international trad(* which coincided in 
point of time witli the gold discoveries of Australia and 
America, an expansion due partly to the repeal* of the 
navigation laws, and the system of Ifee-trade instil;uted 
by Sir llobert Peel, partly to tlie extension of railways, 
and the application of stcan> as a motive-power to ships 
and machinery. Tins expansion in trade easily consnnied 
by far the largest part of the increased yield of gold, and 
prevented what would otherwise have inevitably occurred, 
and what would have occalsioned grave inconvcni(j.nce, a 
great and sudden decline in the exchange value of gold. 

The demand for gold was further stimulated by its 
being n^juired to replace the very large amounts of silver 
sent shortly after the Indian Mutiny 1857, to India and 
the East to pay the labourers engaged on the construction 
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of groat public works — siicli as railways, &c.— organ iz('d 
by the India, n Governiuent about tliat time ; tlie silver 
thus withdrawn fi-om tlio cuiTt*n(*ios of France, (hu’inanv, 
and otlior Continental countries, laving rojdaced partly l)y 
an increased issue of gold, partly by the issue of a small 
paper currenc,y. 

(,)f late years there has been in tin.' »»|>inion of some 
political economists a decided j-isi‘ in tin/ value of gold,* 
caused partly by a decliTie in tlie gold supply, partly 
by the resumption of cash paAiueiits by Italy an<l the 
Uirtted States, and partly by tlie (Imnonetisation of silver 
and the adoption of a gold standanl •>]' valm/ hy (b.'rmany 
and otlier Continental (‘onntries, these' causi/s li'iiding to 
iiicrc'aso the dcmiand for gold c-'meunently with tlie falling 
off in the supply. 

Owing to the uneertainty attending mining ibr tlu^ 
precious metals, it would be idh' t.o ha/anl a pro|)}n'cy as 
to the value <.)f gold in tlie near or ilisiant future, but, con- 
sidering how possible is a great i)Y sudden elia,ng<* in its 
value, and the grave inconvenienci' oecasioiied liy such 
change, it would be well botli for (lovermnents find indivi- 
duals not to nuiki.? arrangements on the suj)])ositif»n that 
th(^. value of gold will uhvays remain tlie same as at 
present. 

Having (explained tlie effects |)ro<Iiier'd by the dis- 
coveries of the precious nietals in torcign countries, it. 
is sufficient to state brit'fly tlmt tlie t/ll(_H;t producc'.d by 
such discoveries in the cmmtrit's in wliudi they occur, 
is to raise prices and stimulate production. 

J^istralia, which possesses extensive tracts oJ: fertile 
land, lacked the other two instruments of production. 
These were supplied by the gold discoveries, wdiicli at one 
and the same time supplied capital and attraevted labour, 
emigrants Hocking to the gold fields in largo numbi'rs 
in the hope of making a fo^iuie. 
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Not all were successful, and a large amount of this 
labour was ultimately diverted to agriculture and other 
productive eiDployinents. 

§ IG. The Depreciation in the Value of Silver. 

While gold has in all probability somewhat risen in 
value during the last few years, there has been on the 
other liand a. decided fall in tlie value of silver. 

The prol)able causes of this appreciation of gold have 
been ('Xplained in the preceding section. 

The depreciation of silver is easily accountcxl for, h}' 
(1) an increased supply, coinciding with (2) a diminished 
demand. 

(1) The inen^ase in the supply of silver may 1)0 dated 
from the year ItSTO, the })rodaction of tliat metal rising 
every year until in 1875 it ix'aclied £ir>,0()(),U00, nearly 
double the average production between tlie years J852 — 
■J.8G2. The United States of America are tlie cliief source 
of this increased supply. 

(2) The dirninution in the demand is accounted for 
jrartly I^y the demonetisation of silver and tlic arloption of 
a gold currency by (Germany and the Seandinaviaii king- 
doms*, but ehielly by the reinarkal:)]e falling off in the 
demand tor silver in India, the annual import of silvca^ in 
(excess of the export being £15,000,000 for the eight years 
previous to 18G7, while during the last tea years not more 
than £4,500,000 per aunurii in excess of the export has 
on an average been imported. 

Various causes have contributed to bring aboi^; this 
decline in India’s demand for silver, the most effective 

* Oil the other hand, tlio resumption of cash payments by the 
United States, will, it is supposed, absorb, or nearly so, the amount of 
silver thrown on the market by the demonetisation of that metal in 
Germany, 
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beitig the great increase of late years of tlvc Iii(Uan homo 
charges, and the consequent incronse in rndia’s indebted- 
ness. Hence although India’s exports exc(HHl lier im- 
ports by an amount varying botweeii X17,0()0,()()() and 
£21,000,000, yet, as slie is iruh^bted to England to tlio 
extent of £15,000,000, only £4,000,000 or £5,000,000 on 
an average, need annually bo transmitted in specie frcMu 
England to India to resL(»re the balaiica; of trade. 

Tills indebtedness, it nnxy be remarked, is, tor several 
reasons, likely to increase rather titan to diminlsli. 

The depreciation in the value of silvei* Ims hitherto 
been in I ndia, entirely in comparison with gold, no deidine 
having liitlierto been observed in its pnrcltasijig power. 

A decline in its purchasing power must Intwevor in- 
evitably occur if its valm? compared with gold continues 
to decline, for every fall in th(.‘ valu'c of silvi^r (joinparetl 
with gold makes it mort', protitabh^. for h)r<.vigners to 
jtnrchase corninodilies in India, where tlie currency is 
a silvcjr on(:‘, rather than elsewdiene# 

For example, say that a sovereign wliich was formerly 
wortli 10 rupees is now worth 12 ni|>(KJS. It is obviously 
to the advantage of foreigners to lay out tlieir luoney in 
the purchase of commodities in India, where tlio silver 
rupee is the standard of vahu', rather than in connlrj(\s 
wliich have a gold standard. 

Similarly, it becomes less prolitalile for India to pur- 
chase commodities abroad, where silver is di^preciatt d, 
because she has to give perhaps GO rupees where tormorly 
she only gave 50, 

Hen^e India’s exports will iiicrease, whiles lier impoids 
will decrease. Tlie difference will be liquidated by an 
increased transmission of silver, but this increased inqior- 
tation of silver will, if it continues, eventually cause a rise* 
in prices. Q. E.D, 

This depreciation in the yaluc of silver is likely to 
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cause consi(]e.rablc iucoTivenieii.ce to the Governinont of 
India, for tlie most considerable |)art of its revenue 
(ainounling to about £5,000,000) is contributed by tiie 
])(;rmaueut Land Tax (see page 70) whieli is paid in the 
silver rupee*, and the amount so contributed, though 
nominally tlic same as that contributed before the dopre- 
ciation of silver, will really be less in value in exact pi’o- 
portion to such depreciation. 

This is a sculous matter for the Indian (lovernment, 
for while its revemui is received in tlic depr(*(nat.t‘d inetal, 
the interest on its debt, amounting (i.e. the int(‘restj to a 
fixed charge of £(),000,()0() annually, has to be paid in 
gold. India lias to purchase this gol<i with her silver, 
and of course silver being d(‘preciated in coinjiarison witli 
gold, she is a considerable, loser by the bargain. 

Various schenu's liave been formulatcM] with a view to 
obviating the inconveniences caused l)y tlie dc^precTation 
of silver in India, for example, the adoption of a gold 
standard and a gold currency, of a gold standard and a 
silver curreauw, or of a double standard, bnt all tliest,*. 
schemes may lie shown to be impracticable, and even 
if practicable tliey ar<> obnoxions to tlie censure that tlu\y 
are calculated rather to aggravate than otlierwise the evils 
they tu'o designed to cure. 

For example, a gold currency is entirely unsuited to 
the wants of a country like India, where the majority 
of the inliabitants are extremtdy ]>oor, many of tliem 
)ievor luiving seen even a silver coin in the course of their 
lives. 

Tlie objections to a viouble standard have l^eeii de- 
tailed on p. J15. 

Otlier objectkms may be urged to the third scheme of 
a gold standard and a. silver currency. * 

The moral Prof, Fawcett draws from the depreciation 
ill the value of silver, as ako from the fiuctuations which 
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have occurred in the value of gold, is tliat neither metal 
should be regarded (as silver was n-garded by the authors 
of the Permanent Settlement) as a fixed stiuidard of 
value, tor at any moment extraordinarily produetive mines 
of gold or silver may be discovered, wldch woidd imnie- 
diatoly and greatly alter their relativs; value, and throw 
]nto disoidei all oahailatjons bastsl <.)u the assumption 
that: their present relative value is a permam'ut one. 



PART IV. TAXATION. 


§ 1 . Oil the General Principles' of Taxation. 

The object of taxation is to raise money for the purpose 
of defraying the necessary expenses of Government. 

This is the sole object of taxation. 

The. following (in a necessarily abbreviatcid form) are 
Adam Smith s four Canons of Taxation, to which all taxes 
should conlbrm if they arc to be defended on grounds of 
justice a-nd expediency. 

I. Taxation should possess ev|uality, that is to say 
overyone should contrilmte in proportion to his ability, 
that is, in proportion to the revenue he enjoys under the 
protection of tlie state. 

II. The tax which each person is bound to pay ought 
to be cert ain and not arbitrary. 

The time of payment, the manner of payment, the 
quantity to be paid ough trail to be clear and plains to the 
contributor, and to every other person. 

By this means alone can extortion and insolence on 
the part of the tax collectors be prevented. * 

III. Every tax ought to be levied at the time, or in 
the manner in which it is ©most likely to be convenient 
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.for the contributor to pay it, as e.g. a tax on the rent 
of land or houses should be made payable about quarter- 
day wlien sucli rent becomes duo. 

IV. Taxes should be so designed as to take as little 
as possible from the taxed above what is brought into the 
Treasury of the State. 

These rules are thus summarised by Prof. Fawcett ; 

I. Taxation should possess cipiality. 

II. There should be no uncertainty with regard to 
the amount to be levied. 

III. The tax should be levied at the most convenient 
time' and in the most convenient man nor. 

IV The state ought to obtain as much as possible or 
the whole amount levied from the taxj;)ayer. 

{Mnemonic Rhyme.) 

Equality, Convouienco, Certainty— tlieso art^ tlie virtue?} tlireo 
Every tax should possess if a good one, and moreover the State 

Treasuroe 

If a country’s taxation’s arranged on a well-Tnatured statesmanlike j 

plan * / 

Should rake in the bulk of what’s levied on every taxpaying man. 

Adam Smith’s first Canon, 'That everyone should 
contribute in taxes according to his ability/ lias given rise 
to considerable discussion, for it is not easy to perceive 
how this end can be secured. 

Two men may possess equal inconu's, but if one is a 
bachelor, and the other a maiTied man with a family, the 
latter must necessarily contribute more to the revenue of 
the country in proportion to his means than the former, 
seeing that he consumes a greater ainount of taxed corn- 
moditien, such as tea, spirituous liquors, &c.; and yet it 
has never been urged that the income tax should be so 
adjusted that the unmarried should contribute more tlian 
the married. 

Thus no system of taxation can be devised which 
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•would press equally on bachelors and on married men- 
with large fiimilies, whose expenses are naturally so iniioli 
greater. 

The only way in which an approximation to equality 
can practically be secured, is to exempt the poorer classes 
in the state from certain special duties, as in England tJic 
possessors of incomes under £150 per annum are exempted 
from tlu) income tax. 

Prof. Fawcett therefore thus rcwstates Smith’s Canon : — 

“TlK^ aggregate amount \chich each individual pays in 
I taxes ought to be in proportion t(,) bis ability to^ com 
f tribute to the revenue of the state.” 

§ 2. On the Income Tax. 

In connection with the; income tax, a point much con- 
troverted is wind her those in receipt of temporary in- 
jcojnes (e, g. prolessional men or annuitants whose source 
pi income ceaKses with their death) and persons wliose 
Sneomo is derived froiii |)ennanent sonrees (e. g. from land 
lor money invested in Government securities) should be 
taxed at the same a’ate or not. 

It is argued that })ei'sons wliose inc‘omc is pf a tem- 
porary or preciarious nature are less able to pay the same 
; amount of iiicomc tax than t.liose wliose income, is perma- 
nent, owing to tlie former being compelled to put by a 
large portion of their income in order to make a provision 
for thidr tainily, a necessity which does not exist (at 
least in the same degree) for those whose income is d<&Tived 
from permanent sources. 

If tlie income tax were a permanent and^uniform 
charge, it may be proved by an arithmetical demonstra- 
tion that no injustice wmuld be inflicted by both classes of 
income being taxed at the same rate, for the tax on in- 
comes falling under either class could be redeemed at 
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an equal rate ; while on the other haiul it may also be 
shewn by the same method of demoastratioii, tliat if the 
tax is imposed for a limited and dctiiiite },)eriod, the 
temporary iiicoiiio ought to be taxed at a lower rate than 
the income whicli is jiormanent. 

As however the ivicome tax in tlvis country is mvlther 
uniform, nor levied for a limited and definite |)eriotl, it) 
wo\dd be a mistake (if we rely on the, aritlim«.‘tica,l argus 
ment) to tax incomes dtu-ived from temporary and j)erma/ 
nent sources at different rates. 

Moreover, a})art from the arithmet-ical argument, it can 
be shewn that to adjust the ineome tax on sneli a ]jrinci[)l(i 
would in practice entail an endless ainuunt of troul)lc and: 
expense (owing to the difficulty involvc^d in capitalising 
temporary incojnes for the purposc^s of tlu.^ tax), if indcedj 
such a scheme is not from its inlu'rc'ut diihc.nliie.s ali 
together impracticable. • 

It is true that a man whose inconic* is deprived from a 
trade or prof'ssion is less abh*. t<.) pay income tax tlian 
a man whose income) is diu’ived froiii a |)(\rmancnt source^ 
like land or stocks, and theoretically tlu' Uxx ought to Ix) 
adjusted so as to press ecpially on both parties, and thus 
conform to Adam Hmiths first Canon (^f Taxation, but 
practically, as has been stated, tliis would he found imprae- 
ticable., and the best way of remedying iiKXjuality of taxa- 
tion is not by altering and tampering with any part iculai’ 
tax in the cliimcrical hope of making it press equally on 
all the contributors to it, but to place “ tlie particular class 
which it prejudicially att'ects in a relatively arlvanlageous 
position with regard to some other tax.” (bawcett.) 

WiCi regard to a graduateVl, or progressive, income 
tax, the chief objection to it is tluit it is a tax on savings, 
and thus calculated to discourage prudence. Tlie more a 
man is enabled to save and invest, the larger Ivis income 
wdll become, but if the larger income is to be taxe<l at a 
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higher rate than the smaller, the effect on habits of thrift • 
and providence is likely to be of a veiy discouraging 
nature. 

A graduated income tax is also open to the objection 
that if of a very heavy character, part of it at least would 
probably be paid out of capital, and this part would really 
1)0 contributed, not by the rich who would nominally pay 
it, hut by the working classics who arc maintained by th<.^ 
circulating capital of the country. 

A graduated income tax is in effi^ct a penalty upon 
the aceumulation (.)f va?altli/’ but as such wealth usually 
assumes tire form of capital, and is mainly employed iiT the 
payment of labour, a progressive income tax tliat dis- 
eourages tlie aeeiimulation of wealth and trcDches on 
ca|.)ital, ns'illy diminishes the wages liind devot(‘d to the 
support of labour. 

Tlrere are two objections to tlie income, tax of some, 
importance. 

The first is that the tax presses witlr undue severity 
on small iu comes. 

Incomes undc'r £150 are exempt from tlie tax alto- 
g('ther, and a deduction of £120 is made before assessing 
the tax from all incomcKS betwa'*on £150 and £400, but 
a person whose income is over £400 is taxed on the whole 
amount. 

Thus a person whose income is (say) £180 per annum 
has to pay income tax on £30, while a persf>n Avhose 
income is (say) £149 is exempt from the tax altogetlrer. 
A person wliosc income is (say) £401 has to pay income 
tax on the whole amount, while another person whose 
income is (say) £395 has to pay income tax 40iily on 
£275. 

To rectify these anomalies, Prof. Fawcett concurs with 
Mr Mill in suggesting that some fixed amount, which may 
bo regarded as sufficient to provide the bare necessaries of 
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(‘xistence— say £100 — shoiikl be exeiiipt(*(l irein taxation 
in all inooines, and the reinaiiider in all incomes taxed at 
the same rate. 

x\notlier objcotion to tlio ineoiiK' (ax is tliat all do not 
(contribute tlieir fair share to it, for while (‘erlain ehisses 
are unable (o escape the tax — liolders of ( loVerninent and 
English Railway Stock for instance, ({ovei-nnienl- olhcials, 
and offic('rs in the army and navy, tlu' tax, in (lie orK‘ 
case beiin^ deihn’bsl from tlie dividtmd warrants liefore 
(hey are forwarded, and, in (lie other, from the salary or 
])av ,of such oilicials or oflicers- -'()tber classes, sueli as 
(ra-<le.rs, manufacturers and jirofessional men, wlio maki* 
(hcanscdves the return of income on whieh, the tax is 
assessc'd, fre<}ncnily i)ut their incamicc at a much lowm* 
tigure than it really is, and tlius thc' revenue is (h.-rrauded. 

Despite these disadvant.ages however, i(; is not de- 
sirable to abolish tin' inconiotax, lor it |)r(.‘sses cliietly on 
(lie I'ieh, and is preferable to inereased taxes on eommodi- 
ties, wliich would fall on the poor. 


Taxcft on Cornniodities and other Indirect Taxes. 

The iiieome (ax, like tiu* assc'ssed taxes, i.c*. iJie taxes 
on dogs, (iarriagc'S, &e., is an example of dirc'ct taxiUion, 
tliat is to say, the tax is n‘ally, a,s wed I as nominally paid, 
liy the; person on whom it is hivied, VV hen a tax is 
nominally paid by one* person luit really liy another, tin; 
tax is said to be indireci'. All taxos on commodities an; 
exain[)les of indirect taxation, for although nominally }>aid 
by tlie jiroducers or importers^ of commoditic's they' arf; 
really j^iid by the (‘oiisumer, the* price; e>f sucli coimnodi- 
tie^s being enha.nc(;d by an amount at least ecjual te) the; 
^amount e)f the tax. 

Tested by Adam Smitlvs fenir Canons of Taxation, 
(see p, GO), we find that taxes on commodilics contravene 
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the first and fourtli canons, but fulfil the conditions of the 
second and tliird, 

I. Tax(?s on commodities necessarily fail to salisly 
Smith’s first canon, that there should be equality of 
taxation, that is to say that everyone should contribute to 
the revenue in proportion f.o his ability to ])ay. The prict' 
of evc;ry coinniodity is enlianced in ):)rop()rtion to the tax 
upon, it, and thus rendered dearer as much to the poor as 
to the rich c()i.isuinors of it, n(.)r, owing to great practical 
ditliculties, is it usually ])os8ible to obviate this disadvan- 
tage by taxing comnnKlities on an ad valorem scal»i, by 
admitting, that is to say, the iiifiuior qualities of coinmo- 
(liti(^s (as of tea or tobmreo) usually eonsiuned by the* poor, 
(fither duty fr(.'e or at a gi'oatly r(‘du(*<‘d rate, and in- 
en.;asing' in i)roportiou the tax upon the chok:er (jualil ii s 
tionsumed by the rich. 

II. Taxation of commodities fulfils Adam Smith’s 
second canon, by being (*ertain and not aj'bitiary, for tin; 
importer or |)roducer (»f such conuuoditii^s usually knows 
(‘xaetly what he will have to pay, and when he will have 
to pay it. Almost the only exce|)tion is in the (aisc of ad 
valorem duties, it being found by experience almost im- 
possil>]e to foretell beforeliand what amount will have to 
be paid in duty. 

III, A tax on commodities also conforms to Smitirs 
third canon, for the rc^al payer of such a tax, i.e. the con- 
suiiier of the commodities in question, pays the tax at the 
time ami in the manner most cunveiiieiit to him, since he 
pays at the time he ))nrchases the eoTiimoditif^s. The tax 
is sometimes levied on tlio ,imp^)rter or [producer of a com- 
modity at an inconvenient time, as in the case of tlfe duty 
on hops which had to be paid at a certain time wheilier 
tlie hop-grower had sold his hof)s or not, but in such cases , 
the tax is either a bad one in itself or is badly arranged. 

IV, A tax on cummodities usually violates Smiths 
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fourth canon, and tins is decidedly tlio most serious ohjec- 
tion to it. Indirect taxation in the shape of taxe.s on com- 
inodities almost always takes more money out of tlio 
pockets of the taxpayers than it brings into the treasury 
r)f tlie state, and tliis it may do in various wa 3 's. 

In the first place a. large army of custoui-house and 
excise officers will have to be maintained, althougb tins 
charge nniy be in some degree diminished hy levj^iiig 
duties only on a few articles of wliitffi the consumption is 
very groat, as in England on beer, wine, s]>irits, tea, 

arul* tobacco. But when articles voy vaJuable and easily 
portable — silk, for instauce, or jirccious stones — are t;ixeil, 
smuggling can only be proven t(?d at a great expense. 

Again, a tax on commodities may cause loss by vexa- 
tious interfercuco with some particular trade, as iu tlie case 
of the Malt Tax. 

It must be remombored also that the importers ami 
producers of commodities advama; the tax in tlie first 
instance, being reimbursed by thy increased price they 
obtain from the consumer. 

^fBut thc‘. trader is compellerl to employ a portion of his 
capitnl to make this advance*, an(lu}H)U this (taj/ital lie will 
expcjct to obtain the ordinary trade }>i’o1it; tliis profit tlui 
consumer must return to him in addition to Llic amount 
of the tax.'’ 

For this reason a tax on nianufactured goods is jn’ofer- 
able to a tax on the raw inaK'rial, f<>r in the former case, 
the iiianufacturer being almost immediately reimbursed, 
tlie (consumer is not compelled to pay this interc^st on 
capital (in the sliape of an enhaiiced price of the goods) in 
addition to the tax. 

Witli regard to a tax on exports, tlu^ idtia of making 
•the foreigners sliare the burden of our taxation, by taxing 
exported commodities, although plausible is iinanciall}^ 
unsound. 
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For to tax an exported ooTiomodity would be to raise 
its price (for those who export the corernoiiity mast have 
tlie tax returned to them in tlie sha})e of an enlianced 
price) but the demand for any commodity varies inversely 
witli its price, tliereforo the commotlity would be exported 
in diminished (puiutities; but wc pay tor our imports with 
our exports; therefore our (exports also wouhi be dimiuished. 
But diininislied imports and diminished ox})orts are symp- 
toms of deelinino' trade, and consecjuently a mofl(i of 
taxation that pi-oduees such symptoms must be fmaueially 
unsound Q.K.D, 

Out' case must ha exc<.‘]>ted, namely, wlnui a country 
has a monopoly of the commodity on wliich it imjKtses an 
(‘Xpert duty, as in the cas(‘ of America, which, before tlu^ 
Civil War, had a monopoly of cotton, if Amei’ica at that 
time had irnposc'd a small export duty on cotton, it would 
not have greatly diminished^ the demand, seenng that the. 
commodity in (juestion was a necessary of life and conld 
not be procured elsewhere. But wlien any two countries 
are (‘omiiet ing with one another in th(' |)rodin*iion of some 
aiibd* <.)f use or necessity (o.g, England and J'd'aneo in the 
production of silk) it is plain that — acteris paribus — tlie 
(‘oinitry which can sell that commodity at tlie elieapest rab' 
will easily secure the foreign market. But even a small 
export duty might, entail tin.; loss of this advantage* and 
conseipiently tlie loss of the market. Sueh a tax in such 
a case would obviously be a bad one. 

The only legitimate object of taxation is to obtain a 
revenue to defray the expenses of (Jovermmmt, but taxes 
may also be impo.sed — Rud indeed in most foreign 
countries are imposed — on imported commoditie.s for the 
sake of protection, iu order, that is to say, to foster uafive 
industru’s and prevent the competition of the foreigner.* 
Such a system of prot ection can have none but mischievous 
conse(iuences, for as was sh(\wn in the section on Foreign 
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Commerce and International Trade, a free intcTchansre of 
coniinoditievS between any two coniitrit‘s is for th(^ bene- 
fit of both, either coiintry being tlierebv enabled to 
devote itself to du* production of those coininoditi</8 for 
the production of wliic'li it is especially favoured by nature, 
and thus capital and labour attain tlie iuaxirnnn» of tlieir 
effieieney in tlu3 pi'oduetiou of wealtli. 

Free-trade in eommodith.‘s is lor the benefit of the * 
Avhole body of eousuiners, and although it niay injuriouslv 
affect particular industries, even thes(3 injurii'S an?, as a 
rule, temporary only and partial. • 

How fi‘ee-tra.(le in provisions, for inslanec^, affis'ts tin' 
fanning interest, has l)e<?n shown i^^ the section on ,F(»reign 
(Joiiiniei'ce and International Tra-de. 

That it is no loss to a (.'ountiy to ini|)ort corninoditries 
is ])lain, if we reflect that imports are bought with exports, 
and that there ton? a countiy cannot long continue to im- 
port comnioditi(?s to a large ('xtfint witliout largely <e\ port- 
ing them also. 

Direct taxation In tlio shape of an income tax, and 
indirect taxation in tlie shape of tax(?s oii c'ojnmoditics, 
liave both tboir ])r'culiar merits and defects, the disadvan- 
tage's of an income tax for iiistanci? being that it is morf? 
or less a tax on savings, and that some classes, e.g. tr,'ul«'rs 
and nianufiicturers, an* a.l)le to es(‘,a|)('. it in great {lart (to 
say nothing of its iiMpiisitorial character) ; while of taxes on 
coniniodith'S, on tlie other hand, the chief ineonvmiiencc' 
is that it is always diflicadt, and sometimes practically im- 
possible, to arrangii tli(?m on an ad valoreni S(*ale. 

Both methods of taxation contravame one or more of 

» 

Adaiif Smith s canons, and it would not be d(?sirabl(? fur a 
country to adopt either as the solo mode of taxatioji. A 
judicious combination of direct with indirect taxation will 
usually be found to work the best. 
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§ 4. The Land Tax, 

The Land Tax may be, as in England, an impost of 
relatively small ainoiint levied on the proprietors of Land, 
or it may bo, as in India, sufficiently large to be equivalent 
to rent, the laud tax in that country being equal to a rack 
or competition rent, and paid by the ryots or cultivators to 
the state for the use of the soil. Tlie state being thus tiie 
general landlord, there is no landlord class as in Eng- 
land ♦ , 

When the land of any country is owned by the state* in 
its corporate capacity in trust for the people of that coun- 
try, a land tax e([ual in amount to a competition or rack 
rent for tlie use of land, cannot injure the cultivator, for it 
is no more than he would have to pay in the sliape of rent 
if tlie land was in ])rivate hands, nor, unless it exceeds a 
rack rent, is it injurious to the consumer of agricultural 
produce, such iiroduce not being rernhu-ed dearer liy rent 
being paid to tlio state iti tlie shape of a land tax instead 
of to private landlords (see the section on the Nationalisa' 
lion of the liand). 

The Tithe may be regarded as a species of knd tax. 
Originally it amounted in value to one-tenth the produce 
of the soil, was paid in kind, and devoted exclusively to 
the mainteuanee of the clergy, but siuco tlie Reformation 
many private individuals have become tithe-proprietors, 
and since tlio Tithe Commutation Act passed in 1837, all 
tithe in kind has ‘‘been commuted for a fixed money pay- 
ment arranged on the basis of the average price of corn for 
the preceding seven years. Tithe is a mere rent chaVge on 
land It is paid by the fiirmer, but it is considered in the 
rent, and if it were abolished the rent would be pro- 
portionately increased. 
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§ 5. The Poor Law and its Influence on Pauperism. 

The first Poor Law, Avlndi gave every necessltons 
person a legal right to relief, dates from the 4drd year of 
Klizabetb, and coiitiiuied in existence (with many serious 
and those g(merally misehievous alterations) rip to the year 
18d2, wlien the. new l^oor Law eamo into O|) 0 ration. 

Under the old or Elizahetliaii Poor Law autliori- 

ties wore einpovvered to impose a. rate iij)on .all such la-al 
property as land and houses; the.^ a1))(^-l)odied wore hy its 
provisions compelled to work as a condition ot‘ ol)ta.lning 
relief ; the cost of maintaining ablc-bodic^d paviptn-s was 
thrown upon any of tlieir natural relations wlio could 
afford to bear tlio charge, Act al.s«) ]>rovided tur (lie 

annual appointment in each parish oi (»v(‘rs<'ers, wlu> 
responsible for the colloctioi^ of rates, and the administra- 
tion of ndief.’^ 

In the y(.‘ar 1728 an Act- was passed to enable local 
authorities to build work-housos «^.nd make admission into 
tliern a condition of receiving relief 

Piv mr'ans <»f the. l^lizabcthan law and this amending 
Act, p^^Luperism was so gi'catly diminished tliai, in the 
middle e*f the last century it was ho})od that it would di(^ 
out altogether. 

IJnfortiinately tliis belief led to a lax^ r ajlrniuisti’atioii 
of the old Poor Law; what were deeiiu-d its harslier 
features weu'o gradually removed, arul out-<loor reli(d was 
cnconraged, the conse(|Ucncc being that4)y 18, .12 paujxadsm 
liad risen to so great a height as to tlireateii national 
banhfuptcy. 

By Gilbei t s Act in 1780 the work-house test had been 
practically" aunulled, the able-hodiecl not being comp(?}led 
to accept it as a condition precedcait to relief, and by 
Easts Act in 1815 it was formally abolished altogether. 
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out-(]oor relief being substituted in all cases, and tlie 
guardians being empowered to use the rates to make up 
deficiency in Avages. 

This ))lan of using the poors-rate as a rate in aid of 
wages proved very dean oral izing both to the Avorking 
classes and to the employers of labour; thrift and prudence 
on the part of tVie hjrmor were discouraged, and tlio latter 
were encouraged to umlerpa.y their labourers, the difference 
being inado up out of the rates; Avliilo the evils that 
naturally folloAved were conii)licated by the laws of settle- 
rnent, avIucIi, by forbiddwig tlie labourer to leave the pi;ie(.‘ 
of Ids birth, liiiuh red the natural flow of labour from one* 
place to anotlier, from places Avhere it was not AvanU'd to 
places Avli(*re it was. 

d’hese (‘vils at last rose to such a, height that, in 18>12 a 
Koval Comndssion was appointed to investigate the Avorl^- 
ing of the Poor Law, By thodabours of this commission a 
terribly bad state of things Avas revealed, and in accord- 
ance Avitli its recommendations Avhat is knoAvn as tlie Nt,‘w 
I^)or Ljiw Avas passial, in\v]iieh a return is made, ronglily 
sjieaking, to the lities of the Elizabethan Poor Law, which 
had been so mischievously tampered with, by Avhat are 
known as (HIbert s and East’s Acts. By the new ,^.ct the 
work-house test was again revived, the plan of granting 
alloAvances in aid of Avages aviis abolished, the appointment 
of paid overseers Avas provided for, and an official audit of 
a cco u n t s w as sc *c u re d . ” 

The only important amendment to this Act that has 
since been passed, iS tlie Union (diargeability Act, byAvhich 
the area of rating is Ksldfted to the union from tlie parish. 

Of tlie various provisions of the Js'ew Poor Law,thGil; can 
be no doubt that the Avork -house test is tlio most effective 
in discouraging pauperisni, and the d(*cline in paupierisin 
Avithin recent years is chiefly to be ascribed to the stringency 
with Avhich this test has been applied. 
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§ G. Local luxation. 

Taxation, it must bo nnviembta’cd, is of two kinds, local 
and irnporial, tho imperial taxes being levied over the 
wliolo kingdom and dovoted to the eomm«)ii btmeiit of all, 
wliilc tlie borough ami county rates, vvliieh come umlev tl\e 
head of local taxation, are levied h>r ]>urely local pnrjx^ses. 

One great distinction bet.wca'u the two is to be uotiee<i, 
namely, that whih* the levenuo and exjumditiire of the 
imperial (.}ov(*.rnirieut. nob oidy balance ‘>n tlu‘ average of 
Yoar,s, but even leave a surplus to*the good, tln^ i‘XjH‘ndi>- 
tore of local authorities is eon.si<l(‘r;ibly in (.'xeess of tlunr 
income, and the deiicit has to bo m(!t. by the niising of 
loans. 

“The annual local (‘xp(mditnre is ,CG 1 ,0()(),0()(t aixl the 
amount raised by local taxalioii is ahoub .£40, 000, ()(.)(). ’ 
There is thus a <lefieit annnaMy of .C2 1 ,000,000. 

This cxpei)ditnr(‘ is defended on two grounds. 

(J) That tho money raised on lo;m is sjraU in pro- 
ductive works, which will ultirnatcdy refKiy with inteavsl 
the money s|>ent in constructing iliem, an<l 

( 2 ) That die country i.s groAving so hast in wixiltli and 
populatigii that this local indebtedness need not be 
garded tovi seriously. 

Neither iif these grounds of defence is of much value, 
for in the first place, these loans arc too fnMpimilly used 
as income instead of regarde<l as ca])ila1 to bo em|>loyed 
yrodiiciively, and owing to the want of a j.iroper audit 
it is oft(m im[)ossil)le to tel), how tlie money is spent, and 
secondly it is a peiheeb dclusyni bo belie* ve tlnib vveallh 
and pof)ulabiou are growing faster than local indebt<-dii(‘ss. 

The exact contniry is really tlie (;a.se. 

, Economy will not be secured until a different system 
of rating to tliat at present existing is ado]>t(.‘d. 

At present tliere are top nuun^ bodies empowered to 
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levy rates — as tlic Board of Health, Poor Law Guardians, 
Gasworks, Waterworks, &c. — and the result is inextricable 
confusion. 

At the present time rates have a constant tendency to 
increase, owing to the various schemes for the pulilic 
Ixundit — such as Free Education, Pul)lic Libraries, Public 
Bat] IS, &c. — which at present are so much in favour, and 
all of wliich must ultimately be provided for out of ilie 
rates. 

This increased burden of rates prc'sscs very severely 
upon the ]>oor, many of wliom have no money to spart' for 
any tiling but the barest necessaries, an(,l for whom it is 
often a. hard struggle to koep out of th(' poor-Iiouse. 

It is a. well-krmwn fact tliat as rate's increase, jaaiiper- 
ism increasi's puma, 'rhereh>re in the inten'st of the 
poorer ratepayc'rs, if is desirable tliat tlie })resont extra\ a- 
gaiit expenditure of locfd antliorities should l^e elu'ckt'd, 
and also that a determined opposition sliould bo offered (o 
tlie (a’eation of fresli I’atea 

§ 7. The Incidence of Local Taxation. 

All local taxation, with some trifling exceptions (e. g. 
marlvet tolls, harbour dues, &c.) is levied not on personal, 
but real j)roperty, i. e. land and houses. 

It must be eandVdly borne in mind that no revenue 
can he ol)tained by local bodies by means of taxes on 
t‘onimo(Jities, or *by any form of taxation except rates on 
laud and buildings. From* this fact may be inferred the 
pc'culiar defect atid disadvantage of local taxation, ftaincly, 
that the urban rates press with undue and unequal so 
verity on Mie inhabitants of houses. 

it IS a common error that the bulk of local taxation at 
the present time is raised from land. 
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The exact contrary is really tlio case, and tlironghout 
the present century the amount coiPributod to the rart‘s 
by land has been continually docreaHini:^, wliile tliat con- 
tributed by house?, property has been eontinually in- 
creasing. 

In 1814 the proportion of the ratios bor-iie In^ hxm\ \\'.as 

(.ib-2S, 

„ r liouse poiperty was 

!?7'N4 ; 

In 18G8 the per cenlagi' contributed by land was 
,j ,, ,, ]i(.)i.is(‘ pro|)erry was 

17’27. 

Kates an? always levied, not on tlio owners, but. the. 
occupiers of property, whether that ])roj»eil y l)e iu liouses 
or land, but the incidence of the rates dilfers in tin? two 
<?ases • 

In the case of land, the rates although nominally |)?nM 
by the tenant, really come out of tla? pockets of the laiub 
lord, for the rent he obtains for the use of the land is 
diminislied iii exact propoj fciun to tlie ameimt of the ratcjs. 

Say that the rates on a giN'cm farm are £2t)0 }>er 
annum :*if these rates were abolished tlie tenant cotdd 
afford to pay the sum the}" am<;*unt to in the sl}a]ie of 
increased rent, and if he r(?fused to do so, it is obvious 
that — oilier things being ecpial — the forei' of coinpetitioii 
would ea,sily enable the landlord t<i si^eun* the iiu:]'<aised 
milt from someoiu? else. 

In the second case, the case of urban rates on lioiisc^ - 
property, the (pujstion is soniewhat complicated by the 
tact thtt there arc three persons to be consiUert'd. “ In the 
first place there is the owner of th(‘ ground on which tlie 
Jiouse stands ; secondly, there is the owner of the house 
itself; thirdly, there is occupier or tenant of the liouse.' 

In the course of an elaborate investigation Prof. 
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Fawcett demon5;tratcs that when the area of land avail- 
able for building purposes is practically unlimited, the 
burden of the rates falls neither on the ground-landlord, 
nor on the landlord of the liouso, but on tlie tenant or 
occupier, wlio is luiable in tliis case to shift burden on 
to the shoulders of either of the first-named. In the case* 
liowever of building sit(‘s that have th() monopoly of some 
special advaiitag(}, say the: possession of a lovely view, oi*, 
in the case of business premises, position in a central 
tliorouglifare, the rates fall on the groviiid-lamllord (al- 
though nominally paid’by the tenant) and he alone \vudd 
bciieiit by Ibeir remission. 

Tlu^ (dh‘ct of rat(is on the prices of commodities moy 
be briclly stated tints: — 

If foreign (:omj)otitiou were non-existent, and if the rates 
in all districts were uniform, any excess in rates would Ix' 
sliifted by the trjiding classed; on to the coiisurn(a‘S of corn- 
luodities, for in all occupations the average.' rate ol' profit 
rnitst bo obtained, or men will cease to ca.ny them on, and 
if ail excess in rate's lowers this rale of profit below its 
natural levcd, tlio trader must be remuiKa’a,t,e(l by obtain- 
ing an increased jn'ice* for Jiis gMods. 

Ihit if rates are lower in some localities than olbers, or 
if commodities are imported luulci* a free tiade systeiu 
from abroad, tlie force of compe.gitiou prevents his obtain- 
ing tliis erdianced price, .and he is tlius compelled to bear 
the burden of the rates. 

In conse(|uence “ tlie trade of a district may be seri- 
ously imperilleef ’’ in the first case, and in the second, 
'‘a constant increase in tli^^ rates might ultimately jeopar- 
lUsc the very existence of many branches of indftstry in 
which thert‘ is a close competitiiui between the home and 
tbreigvi producer.’' , 

Local taxation sometimes presses with unjust severity 
on leaseholders. 
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A loan say of £500,000 lias l)eei» contracfcod by it 
lauuicipality lor tlie purpose of carrying ont a n(;;w system 
of drainage, or some other town iniprovrment. 

The repayment, with iijterest, is spread, say, over a 
period of 21 years. 

Duririg tlie iiiterval the local rates are raised in pro- 
portion in order to provide for tin's rejiaymeiii. 

If a man jnst before tlio loan is e<nitrae(.(.*d has (ak<‘n 
the lease of a house fo' twenty-one yeais, he is eoinpelhsl 
as a householder to pay his share of these enhanced rates, 
and»then at the end of the period*]vis landlord (who has 
not paid a penny) pro V)ahly informs him tliat tin" proptn ly 
heino- now inereaseal in value owin<^ to flio recent, local 
improvements he must pay a liiglna’ nait. '‘Of what 
avail, will it be for Ibe tenant U> jdcad llnit it is h<" and 
nob tin? landlord wlio has paiel for the drainage works and 
the water ^ 

As Frofessor Fawct-lt somewdnit eynieally Inib no 
doubt truly observes, “ Sooner or later of eou)\s(‘ jnst snel) 
a rent will, be ehargc'd as the bouse is worth.'' 

The ratepayei-s liavc tlie remedy in (heir own hands. 
Huy may eitlier refuse^ to allow tliese loans to lx; raised 
at all, ottthey should regulate strictly the manner in whieh 
tliey ai’C contracted. 
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